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A My name is Kevin Marsh.

A I'm enmployed by SCANA Conporstion. I'mthe chief

exercise effiicii@ncies.

Nesdam CHasiir, meenbeers of the Canmndssion, I look
forward to an opporiumity to examine the witnesses
and to speak further on these maatiers, but I submiit
to you that, on the basis of the evidence of this
case, you should reject the Aypplication thai's been
submiiited to you, for the reasons 1'we stated.
Thank you.

CHAIRMAN HALL: Thank you, Mir. Guiild.

MR BURSESS: SCERG calls Kewin Miarsh to the
staind .

[Witmess affitnmed]
THEREUPON came,
KEVIN B. MARSH,
called as a withess on behelf of the Retitioner, South
Carolina Eleciric & Gas Company, who, having been first duly
affitrmed, wes examined and testiifiied as follows:
DIRECT EXANINATION
BY MIR. BURGESS:
Q Mr. Nharsh, wauld you please state your name for the
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By whawn are you employed and in whet capacity?

reecord? EXHBIT 0
WIT: !Q[@rrs_

DATE: 1C-E4i~I%
K. KIDWELL, RMR, CAR, GRG
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executive officer.
And did you prepare or cause to be prepared under your
di rect supsarvision 49 pages of direct testiimony thast's
been prefilled in this docket?
I have.
CHAIRWAN HALL: Mh. Bungess, eould you puff
that microphone closer? I dan't thiink everybody

can hear you.

BY MR. BURGESS:

Q

Nr. Mharsh, were there any changes or corrections
required of your testtimony?
I have three smal changes, and 1'lill be glad to
ki ghilight those.
Wald you please indlicate the page number and liine
number for those corrections that are required?
The first one wauld be on page 17 at the bottam of the
page. On lime seven, there's a paremtinetical there that
starts "Amppaxinadiely one-nalf of the Allternative
Resources..." Right after the opening paremniietical
should be inserted "In 2019-2021." So it shouid read
"In 2019-2021 approximaiely ome-tnalf of the Allternative
Resources.. ." on that lime seven.

The next change is on page 25. On liime three,
after the word "does* the werd "the* should be inserted
between "does" and "comppapys.* And on lime four, the
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Q

werd "stands® should be "stand"; eliiminate the "s* friasm
"standls. "

The fiimall change is on page 46, liine nine. The
waordls "as tihe* should be replaced with the ward "for."
So that line would read "schedwies for BLRA purpases.™

Thet wauid be alll the changes I have.

M. Mharsh, sulbject to tihose edlits in your prefilled
direct testtmmony, if I asked you alll the questions
comtained in your testiimony, wmuld your answers be the
same?

Yes, they wauld.

MR. BURGESS: Niedam Chwirman, at this time, we
wauid move into the record the prefilled direct
testimmony of Kewvin Maarsh as if given orally fiam
the stand.

CHAIRMAN HALL: All right. N, Maassh's
testtimony wiilll be entered into the record as if
given orally.

[See pgs 52-100]
MR. BURGESS: Thank you, Medam Chairman.

BY MR. BURGSS:

Mr, Mharsh, have you prepared a sumizary of your dlirect
testt imony ?

Yes, I have.

Wald you please deliver that, at this tiime?

VOL T OF 3-7/Z1/15
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A

I will.

Good moming, Niadam Chwirman and Caominissoners.

SCERG comes before the Camrision today to request
approval of a revised comstruction miilestone schedlule
and revised cash flaw forecast for the two new nulear
umiits it is bwilding in Jenkimssilie, South Carelina.

CHAIRMAN HALL: Bxouse me, M. Mash. 1'm
sorry. Cawld you puil that microphone a litthe bit
closer? 1 thiink the people in the back are having
some trouble heariing.

WITNESS: ([Indlicating.] Is that better?

CHAIFAWAN HALL: Do we hawnee- okay, wee're going
to switeh the iriics out.

[Brrief pause]

WATNESS: 1s that beiter?

CHAIRMAN HALL: Qkay. For the people in the
back, is that better?

VQICE: He hasn't said anything.

WITNESS: 1Is that better?

VQICE: VYes.

CHAIRWAN HALL: Okay.

VOICE: Mot muh.

WITNMESS: Mot much? 1t sounded liilke it was
better with this one [indlicating]. Can you hear me
with this one at alli?

VoL 1 OFp - 7/21/15

PuBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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VGICE: Ves.

CHAIFRMAN HALL: Okay, that's good.

WITNESS: 1'hlh start over.

SCEZG comes before tihe Camrision today to
request approval of a revised comsiruction
miilestone schedwie and a revised cash flaw forecast
for the two new nuclear umits it is building iR
Jenkimswiilie, South Carwlina. Tiis is the third
BLRA updiste proceeding since the Canmigssion
initialhy approved the preject in 2008. At that
time, SCERG provided the Camidsion with a detailed
overview of the riisks and challenges of bwiiding a
nuclear plant. We showed that the bensfits to our
customers fiasm new nuclear capacity far outweighed
the risk and challlenges.

We are curremtly approximaiely seven years
into the project, and the bendgfits fiawn this
project stilll far outweigh the risk. Capital costs
have increased by approximaiely $712 miillion, or
about 15 percenmt, since 2008. At the same tiime,
based on cuirrent schedules and forecasts,
escal atiion on the project has declimed by $214
miliien, the fiimancting costs on the debt to
consiruct the umits has declimed by approximately
$1.2 bilhii@n, and the projected bendfit for federal

VoL T oF 3s FYE2TY TS
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production tax creglits, which we will pass dlirectly
to customers, has increased by approximately $1.2
biltion. The inpact of these savings can be
expected to offset the impact to customers of the
imitial -~ excuse me -~ of the increase in capital
costs since 2008.

In addlition, the benrsfits to our customers
from new nuclear capacity stilll far outweigh the
risks. Tiere is no other source of nan-@a@mttiing,
dispatchable base-lead powsr that can replace the
genarstion represented by the umits. With both
umits in service, SCERG wiill have reduced its
carbon emiissions by 54 percemnt, compered to 2005
levels. At that time, 61 percemt of SCERIS
genaration will come fiam nem-emiiting sources,
compared to 23 percenmt in 2014. The umits wiill be
an impotiant part of SCERIGS plan to mest €0,
emiissions lhimitatie@ns that willl be required under
tihe ERA's proposed Clean Power Plan.

As Dr. Lyneh testifiies, even with today's low
natural-gas prices, which I believe are not
suistainable over the iong run, comppketing tihe umits
renmwins the llowasi-cost alternative for mesating
custonars' need for addlitional base-load gemsrating
capacity.

VoL I OF 3i= //21f1 5
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Cewpptating tihe uwmits wiilll give SCE&G a weall-
balanced gemaration system with roughly equal
anmnts of coal, gas, and nuclear capacity. If
SCERGC ware to meet its base-load gemsaration needs
by adding new natural gas gemeration, then fossil
fuels wanild accoumt for approximaiely 75 percemt of
SCE&LSs gemaration in 2021, with gas alone
representiing 48 percemt of that gemaration. Tiis
waiid be an unibalanced gemsration porifolio that
wauld also be overly sulbject to enviremmenial and
price risks fiamm fossill fuels.

Coneerning the fiimancing of the umits, as of
Meareh 2015, SCERG has sucasssfully raised
approximaiely 46 percemt of the capital needed for
the umits, or $3.1 bitliion. This inciudes $1.5
bithii@n in first mortgage bonds iissued at an
average interest rate of only 4.99 percent.
Interest rates have been focked in on approximaiely
$1.3 bilhion anticipated 2015-2016 borrowings at an
estiimated effective rate of 5.09 percent. Tihese
rates have been passible because the fimancial
community has became conftotiable with the careful
and comsistent approach the Canwiission and ORS have
used in applying the Base Load Review Adt.

We are now enteriing a critiical period in

VoL 1 OF 3-7/E21/1b
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executiing the financial pian. At the 36 mworths
beginning with callendar year 2015, we wiill need to
fimance approximstely $2.8 billion of investment in
the umits. Dwring this time, SCEXG will not have
the option of weaiting out unfavorable market
comtlitions or pestponing fimancimg if mankeis have
became skeptical of investiing in the company due to
unfaverable fimancial or regulatory results.

Duiring this period, it wiill be vitallly inpaortant
that SCERG maintaiiin access to capital mamkets on
favorable tenmms.

The BLRA addiresses tihe two principal concerns
of the fiimancial manets. One is the risk of
regul atory disallswances for evemnts outdside the
compary's comtroll . Wite-diawns resul timg fiam
disallswances have dlispropartionate iimpact on
invesiors' risks and return calculations. Uhler
tihe BLRA, disalioywance is permiitted only if changes
in costs or scheduied forecasts are the result of
imprudence by the uwdilitty. WNhaHeds are comtbortialble
with that risk.

The second concern is the need for revenues to
pay fimancing costs and support debt coverage and
other measures of creditwerthiness wiiile the
project is being buiilt. The BLRA provides for

VoL 1 oF3-FVETVTS
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regular rate adjustments during comsiruction to pay
fimamnecing costs. Tiis mairdains SCEEASS
creditwerthiness wHiile raisimg the necessary funds.

Nuathing is more inmpotant to SCEEXSs fiimanciall
plan than mainiaining maket confidence and the
comtiimued application of the BLRA in a fair and
consistent wey. Lass of this confidence wawld put
the fiimanciall plan for comppksiing the umits at
risk. In this regard, mameats see the settl eement
agreament we've entered into with ORS and tihe
Emnergy lksars as a pasitive example of how the
regulatory process is working in a fair and
rati@nal way in South Carolina. As is always the
case undier tihe BLRA, revised rates are based on
actual payimeris only, not projections or forecasts,
or spequlative costs. ORS carefully augits ail
amouts proposed for revised rates recovery. Qrly
actual cests are included.

My senior mansgement teanm and I are dlirectly
involved in the mansgemeant and ovearsight of the new
nuclear project. We deal with the issues that
arise with Westinghouse aggressively and at the
highest levels. 1f we stay the couwrse with
construction and with regulation, the umits wiill
provide reliable, non-emiiting, base-ioad powsar to

VoL | OF 3- 7/20/15
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our custemers for 60 years or mwre.

It is ny opinion, based on 38 years'
experience in this industry, that the value of the
new huclear capacity undler comsiruction today
remwins fuch greater than any challlenges we have
encouniered or are lilkely to encourter duriing
comstruction of the project.

On bemsalf of SCE&G, I ask the Camnision to
approve tihe updiated cost forecast and comsiruction
schedwie for the umits as presented here.

Tihat concludes my summary.

[PURSUANT TO PREVIOUS INSTRUCTION, THE
PREFILED DIRECT TESTIMMONY {W/CORRECTIONS} OF
KEVIN B. MARSH FOLLOWS AT PGS 52-100]
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Please note: The change(s)/correction(s)
noted herein reflect testimony given during

the hearing in this matter.
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DIRECT TESTIMONY
OF
KEVIN B. MARSH
ON BEHALF OF
SOUTH CAROLINA ELECTRIC & GAS COMPANY

DOCKET NO. 2015-103-E

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND
POSITION.

My name is Kevin Marsh and my business address is 220 Operation
Way, Cayce, South Carolina. 1 am the Chairman and Chief Executive
Officer of SCANA Corporation and South Carolina Electric & Gas
Company (“SCE&G"” or the “Company”).

DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
BUSINESS EXPERIENCE.

[ am a graduate, magna cum laude, of the University of Georgia,
with a Bachelor of Business Adminisiration degree with a major in
accounting. Prior to joining SCE&G, I was employed by the public
accounting firm of Deloitte, Haskins & Sells, now known as Deloitte &
Touche, L.L.P. Ijoined SCE&G in 1984 and, since that time, have served
as Controller, Vice President of Corporate Planning, Vice President of

Finance, and Treasurer. From 1996 to 2006, I served as Senior Vice

52
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President and Chief Financial Officer (“CFO") of SCE&G and SCANA.
From 2001-2003, while serving as CFO of SCE&G and SCANA, I also
served as President and Chief Operating Officer of PSNC Energy in North
Carolina. In May 2006, I was named President and Chief Operating Officer
of SCE&G. In early 2011, I was elected President and Chief Operating
Officer of SCANA and I became Chairman and Chief Executive Officer of
SCANA on December 1, 2011.

HAVE YOU TESTIFIED BEFORE THIS COMMISSION BEFORE?

Yes. I have testified in a number of different proceedings.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

In the Petition (the “Petition™), the Company requests that the Public
Service Commission of South Carolina (the “Commission™) approve an
updated construction schedule and schedule of forecasted capital costs for
the project to construct V.C. Summer Units 2 & 3 (the "“Units”). My
testimony explains the requests contained in the Petition and the value the
Units represent to SCE&G’s customers, to its partner, Santee Cooper, and
to the State of South Carolina. 1 discuss the importance of this proceeding
to SCE&G’s plan for financing the Units and how this proceeding fits
within the structure of the Base Load Review Act (“BLRA.")

WHAT OTHER WITNESSES ARE PRESENTING DIRECT

TESTIMONY ON BEHALF OF THE COMPANY?

53
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The other witnesses presenting direct testimony on behalf of the
Company are Mr. Stephen A. Byrne, Mr. Ronald A. Jones, Ms. Carlette L.
Walker and Dr. Joseph M. Lynch.

L Mr. Byrne is the President for Generation and Transmission
and Chief Operating Officer of SCE&G. His testimony reviews the current
status of the construction of the Units and presents the updated construction
schedule provided by the contractors, Westinghouse Electric Company,
LLC ("WEC") and Chicago Bridge & Iron ("CB&I"') (collectively
“WEC/CB&I"). Mr. Byrne also testifies concerning the commercial issues
with WEC/CB& | related to the project.

2. Mr. Jones is the Vice President for New Nuclear Operations
for SCE&G. Mr. Jones will testify concerning change orders related to the
project that SCE&G has agreed to with WEC/CB&I, changes in the
Estimated at Completion ("EAC") costs and changes in Ownexr's cost
arising from the new project schedule and other matters.

3. Ms. Walker is Vice President for Nuclear Finance
Administration at SCANA. She sponsors the current cost schedule for the
project and presents accounting, budgeting and forecasting information
supporting the reasonableness and prudency of the adjustments in cost
forecasts. Ms. Walker also testifies in further detail concerning key drivers

ofthe changes in the Ownexr’s cost forecast.

54
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4, Dr. Lynch is Manager of Resource Planning at SCANA. He
will testify concerning updated studies showing that even considering
historically low natural gas prices, completing the Units remains the lowest
cost option for meeting the generation needs of SCE&G's customers.

All Company witnesses testify in support of the reasonableness and
prudency of the updated construction schedule and the costs it represents.
From my knowledge of the project and my perspective as SCE&G's Chief
Executive Officer, I can affirmatively testify that SCE&G is performing its
role as project owner in a manner that is reasonable, prudent, cost-effective
and responsible. The other witnesses are providing similar testimony about
the project from their particular areas of expertise.

PLEASE PROVIDE AN OVERVIEW OF THE REGULATORY
HISTORY OF THE PROJECT.

In 2005, SCE&G began to evaluate alternatives to meet its
customers’ need for additional base load capacity in the comimg decades.

fo this evaluation, the Company took account of its aging fleet of coal-fired
units, the volatility in global fossil-fuel markets, and the increasingly
stringent environmental regulations being imposed on fossil-fuel
generation. In its evaluation, the Company sought proposals from three
suppliers of nuclear generation units. The evaluation of all alternatives
resulted in the Company sigmimg an Engineering, Procurement, and

Construction Agreement (the “EPC Contract”) with what is now
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WEC/CB&I on May 23,2008, after two and one-half years ofhregupiiations.
On May 30, 2008, the Company filed a Combined Application under the
BLRA seeking review by the Commission and ORS of the prudency of the
project and the reasonableness of the EPC Contract. The cost schedule
presented to the Commission in 2008 also included a reasonable forecast of
owner’s contingency for the project. SCE&G’s share of the total anticipated
cost was $4.5 billion." In December 2008, the Commission held nearly
three weeks of hearings and took evidence from 22 expert witnesses about
the project, the contractors, the EPC Contract and risks of construction.
WHAT WAS THE RESULT OF THOSE PROCEEDINGS?

On March 2, 2009, the Commission issued Order No. 2009-104(A)
approving the prudency of the project and the schedules presented by the
Company. The South Carolina Supreme Court reviewed the Commission’s
determinations and ruled that “based on the overwhelming amount of
evidence in the record, the Commissiam’s determination that SCE&G
considered all forms of viable energy generation, and concluded that
nuclear energy was the least costly alternative source, is supported by
substantial evidence.” Friends of Earth v. Pub. Sevw. Comm'™n, 387 S.C.
360, 369, 692 S.E.2d 910, 915 (2010). In arelated case, S.C. Energy Users

Comn. v. S.C. Pub. Sevw. Comm'n, 388 S.C. 486, 697 S.E.2d 587 (2010),

1 Unless otherwise specified, all cost figures in this testimony are stated in 2007 dollars and
reflect SCE& G's share of the cost of the Units.
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the Court ruled that costs which were not identified and itemized to specific
expense itams-speeiffeally, owner’s contingency costts-eould not be
included in the Commission-approved cost schedule for the Units. In
denying contingencies, the Court recognized that the BLRA allows the
Company to return to the Commission to seek approval of updates in cost
and construction schedules as the Company is doing here.
PLEASE DESCRIBE THE COST AND SCHEDULE UPDATES
SINCE ORDER NO. 2009-104(A) WAS ISSUED.
Since 2009, SCE&G has appeared before the Commission three
times to update the cost and construction schedules for the Units.
1. In 2009, the Commission updated the construction schedule to
reflect a site-specific integrated construction schedule for the
project which WEC/CB&I had recently completed. The 2009
update changed the timing of cash flows for the project, but the
total forecasted cost for the Units of $4.5 billion did not change.
2. A 2010 update removed un-itemized owner’s contingency from
the cost schedule in response to the decision in SC. Energy
Users Comm. v. SC. Pub. Sevw. Comm 'n, supra,. The Company
also identified approximately $174 million in costs that
previously would have been covered by the owner’s contingency.
The approved cost of the project dropped from $4.5 to $4.3

billion.
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3. In 2012, the Commission updated the capital cost forecasts and
construction schedule. The cost forecasts were based on a
settlement between SCE&G and WEC/CB&I for cost increases
associated with:

a. The delay in the Combined Operating License (“COL")
issued by the Nuclear Regulatory Commission (the
“NRC”),

b. WEC’s redesign of the AP0 Shield Building;

c. The redesign by WEC/CB&I of certain structural modules
to be used in the Units; and

d. The discovery of unanticipated rock conditions in the Unit
2 Nuclear Island (“NF') foundation area.

The Commission also updated the anticipated schedule of Owner’s
cost to reflect more detailed operations and maintenance planning, new
safety standards issued after the Fukushima event; and other matters. The
2012 update also involved several specitic EPC Contract change ordets. It
increased the anticipated cost for the Units from $4.3 billion to $4.5 billion.
The Commission adopted these new schedules in Order No. 2012-884.
South Carolina Supreme Court affirmed that order in S.C. Energy Users
Comm. v. S.C. Elec. & Gas, 410 S.C. 348, 764 S.E. 2d 913 (2014).

PLEASE PROVIDE AN OVERVIEW OF THIS PETITION.

58

001 Jo /| abed - 3-0/€-210Z #19X00Q - DSOS - Id 82:€ 62 JoquanoN 8102 - 3714 ATTVOINOY LD T3



10

11

14

16
17

A In this proceeding, SCE&G seeks approval of the revised milestone
schedule (the “Revised Milestone Schedule”) attached to Company Witness
Byrne's direct testimony as Exhibit _ (SAB-2). The updated schedule is
based on information recently provided to SCE&G by WEC/CB&I It
shows new substantial completion dates for Units 2 and 3 of June 19, 2019,
and June 16, 2020, respectively (the “Substantial Completion Dates”).>

SCE&G has also submitted a revised cash flow forecast for the
project (the “Revised Cash Flow Forecast”). That schedule is attached to
Company Witness Walker’s direct testimony as Exhibit NoO. (CLW-1).
It shows an updated cost forecast for the Units dollars of$5.2 billion, which
is an increase of approximately $698 million, or 15%, from the costs
approved in Order No. 2012-884.°> Chart A, below, summarizes these

adjustments.

2 SCE&G has not, however, accepted WEC/CB&I's contention that the new Substantial
Completion Dates are made necessary by excusable delays. Nothing in this testimony should be
taken as a waiver or abandonment of any claims SCE&G may have against WEC/CB&I.
Explanations of the reasons for certain delay or cost increases should not be taken as an indication
that SCE&G agrees that the associaied delays or cost increases are excusable under the EPC
Contract or that WEC/CB&I is not liable to SCE&G for the resulting costs and other potential

damages.

3This $698 million is net of approximately $86 milllion in liquidated damages that SCE&G
intends to seek from WEC/CB&I for the delays. While WEC/CB&I disputes this claim, SCE&G
does not believe that WEC/CB&1's counter position should betecognized in detennining
anticipated payments to complete the projiect.
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CHART A
SUMMARY OF COST ADJUSTMENTS
(millions of dollars)
Delay Non-Delay Total
Cost Cost Cost

ESTIMATE AT COMPLETION (EAC) COST*
Associated with Delay $ 2281

Less: Liquidated Damages $ (85.5)

Net Associated with Delay $ 1426

Not Associated with Delay
Other EAC Cost
Productivity and Staffing Ratios $ 1548
WEC T&M Changes $ 274
Total: Other EAC Costs $ 1822
Design Finalization $ 719

Total Not Associated with Delay $ 2541

TOTAL EAC COST ADJUSTMENT $ 396.7
OTHER EPC ADJUSTMENTS

Ten Change Orders $ 56.5

Less: Switchyard Reallocation $ (0.1)

TOTAL EPC COST ADJUSTMENT $ 4531

OWNER'S COST
Associated withDelay $ 2143
Not Associated with Delay $ 308
TOTAL OWNER'S COST ADJUSTMENT $ 245.1

TOTAL ADJUSTMENT $ 3569 § 3413 $ 698.2

TOTAL ADJUSTMENT $ 4424 $ 3413 $ 783.8

(Without Liquidated Damages)

Totals may vary due to rounding.

* Delay and Other EAC Costs as reported in the Petition is $41 1 million. It includes (a) EAC Costs
Associated with Delay ($228.1 million), and (b) Other EAC Cost ($182.2 million).
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HOW DOES THE CURRENT ANTICIPATED COST OF THE
PROJECT TO CUSTOMERS COIMPARE TO THE ORIGINAL

PROJECTIONS?

While the base capital cost of the project has increased, several
components of the ultimate cost of the project to customers are projected to
offset this increase:

a Capital cost. Capital costs are increasing by $712 million in 2007
dollars compared to the amount approved in Docket 2008-196-E. The
$712 million increase reference here is different than $698 million
increase referenced in the Petition but both arc correct. The total cost
approved in Order No. 2012-884 was more than that approved in Order
No. 2009-104(A) by approximately $14 million. As a result the increase
in anticipated costs is approximately $698 million when compared to
Order No. 2012-884 and $712 million when compared to Order No.

2009-104(A).

b. Escalation. The forecasted cost of escalation on the project has declined

by $214 million compared to 2008. This is true even taking into account
the increased cost of the project, and the effect of extending the project

by two years.

10
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c. Financing. Since 2008, SCE&G has been able to obtain low-cost

borrowing for the project based on support from the BLRA, SCE&G’s
favorable bond ratings, and the low cost of financing available in debt
markets. Compared to the projections presented in 2008, customers are
anticipated to save approximately $1.2 billion in interest costs (in future
dollars) over the life of the debt that has been issued to date to finance

the project and on future issuances where interest rates have been

hedged.

. Production Tax Credits. The 2005 Energy Policy Act provides a

production tax credit to qualifyimg new nuclear units of 1.8 cents per
kWh during the first eight years of operation. The credits are limited to
6,000 MW of nuclear capacity built during a specified period with
qualifying units sharing the credits pro rata. In 2008, SCE&G
anticipated its total benefit would be $1.06 billion gross of tax. Now it
appears that there will be a smaller number of competing utilities so that
SCE&G will receive a larger amount of credits. Assuming that the
current completion dates can be maintained, SCE&G’s forecasted
benefit has increased by approximately $1.2 billion in future dollars
since 2008. SCE&G intends to pass all of the savings from the tax
credits directly to its customers as fuel cost credits.

The impact of these savings will more than offset the impact to

customers of the forecasted $712 million increase in 2007 capital cost. For

11
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that reason, the combined capital and related cost to customers today does
not exceed the estimate provided to the Commission in 2008.

HOW HAS THE VALUE OF THE UNITS TO SCE&G’S SYSTEM
CHANGED IN RECENT YEARS?

When SCE&G and Santee Cooper made the decision to construct
these Units, they did so to capture the value of adding 2,234 MW of
efficient and non-emitting, base-load generation to their generation
portfolios to serve the people of South Carolina. In large part because ofthe
Units, SCE&G projects that by 2021 it will have reduced its carbon
emissions by 54% compared to their 2005 levels, and 34% compared to
1995 levels. Chart B shows the forecasted reduction in CO, emissions in
millions oftomns:

Chaxt B
SCE&G’s Forecasted CO2 Emissions

SCE&G Hectric 0,

GLINIS ;
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There have also been immediate environmental benefits from the
Units. In 2008, the Company committed to evaluate whether building the
Units might support retiring smaller coal units. The Company has followed
through on this commitment. Since 2008, SCE&G put in place plans to
retire 730 MW of smaller coal generating facilities. Canadys Units 1, 2 and
3 have been taken out of service. Urquhart Unit 3 has been converted to gas
generation only. For reliability pmposes, SCE&G must maintain
McMeekin Units 1 and 2 in service pending the completion of the new
nuclear Units. But the current plan is to fuel the McMeekin units with
natural gas after April 15, 2016. They may be taken out of service
altogether when the Units come on line. SCE&G plans to bridge the gap
between these retirements and the completion of the new nuclear Units
through interim capacity putchases.
HOW DOES THE ENVIRONMENTAL PROTECTION AGENCY'’S
(“EPA”) PROPOSED CLEAN POWER PLAN AFFECT THE
VALUE OF THE UNITS?

EPA’s proposed Clean Power Plan was issued in June 2014. The
accompanying Clean Power Plan regulations are not yet in final formw. But
they will require substantial cuts in CO, emissions from most state’s
electric generation fleets. Planning for these reductions underscores the
value and importance of nuclear generation.

HOW DOES THE CLEAN POWER PLAN WORK?

13
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The Clean Power Plan is based on Section 111(d) of the Clean Air
Act which governs existing generating units. In that plan, EPA has
computed a target carbon intensity rate for each state’s fleet of existing
large power plants. That target carbon intensity rate is expressed in pounds
of carbon per megawatt hour of electricity generated (Ib/MWh). The Plan
leaves it to the states to decide how to achieve mandated reductions and
how to allocate those reductions among plant operators.

In computing the target for South Carolina, EPA treats the Units as
existing units and assumes that they were operating at a 90% capacity
factor in 2012. The plan then mandates reductions in carbon intensity rate
from that artificially reduced baseline.

WHAT ARE THE SPECIFIC LIMITS BEING PROPOSED FOR
SOUTH CAROLINA?

EPA is proposing that South Carolina reduce its discharges from its
actual 2012 carbon intensity of 1,587 Ib/MWh to 772 1b/MWh, a 51%
reduction. Compliance will be phased-in beginning in 2020. In its
comments to EPA, SCE&G has proposed that the Units not be included in
the 2012 baseline calculation. Iff that is done, South Carolimals carbon
intensity target goes to 990 Ib/MWh which would mean a reduction in
carbon emissions 0f 38% compared to actual 2012 emissions.

HOW DOES THIS AFFECT THE VALUE OF THE UNITS TO

SCE&G’S CUSTOMERS?

14

65

001 Jo $Z abed - 3-0/€-210Z #19X00Q - DSOS - Id 82:€ 62 JoquanoN 8102 - 3714 ATTVOINOY LD TS



10

11

12

13

14

15

16

17

18

20

21

It is not clear how the proposed EPA regulations will change, or how
the State will allocate the required reductions among affected power plant
owners. However, for South Carolina to meet its targets efficiently, it will
be critically important to complete the Units. There is no other source of
non-emitting, dispatchable, base load power available to replace the
generation represented by the Units. Generation sources that produce any
air emissions are now under intense regulatory pressure. There is no reason
to assume that this trend will not continue over the long term. Adding non-
emitting nuclear generation has tremendous value in the current
environmental context.

WHAT ABOUT OTHER NON-EMITTING TECHNOLOGIES?

Solar and renewable resources and energy efficiency will play an
increasingly important role in SCE&G’s generation mix going forward.
SCE&G was an active participant in the group that formulated and
advocated the adoption of the South Carolina Distributed Energy Resources
Act found in Act No. 236 of2014. SCE&G is currently working to achieve
the renewable resources goals established by the South Carolina General

Assembly in that Act. The achievement of those goals is fully reflected in
all of our capacity and generation forecasts. The same is true of the energy
efficiency goals established in SCE&G Demand Side Management (DSM)

program as approved by this Commission. However, with current

15
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technologies, renewable resources and energy efficiency cannot displace
the need for reliable, dispatchable base load generation.

Because of EPA regulations limiting carbon discharges, it is
extremely difficult to permit new coal generation. For that reason, the only
dispatchable, base load alternative to nuclear generation today is combined-
cycle natural gas generation. Natural gas generation involves lower levels
of CO,, NOx, and SOx emissions than coal. However, natural gas
generation does entaill some emissions of CO, and the six criteria air
pollutants. Nuclear generation remains the only base load resource that is
entirely non-emitting with respect to these air pollutants.

WHAT IS SCE&G’S PLAN TO REDUCE ITS CO, EMISSIONS?

As the Company’s witnesses testified in 2008, one of SCE&G's
long-term goals in choosing to use new nuclear generation was to create a
system with a majority of its energy being supplied from non-emitting
sources. Chart C on the following shows how that plan stands today.

[Chart C begins on the following page]

16
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Chart C
SCE&G’s Current and Forecasted Generation Mix

By Dispatch
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90%
|
80%
70% | -'
|
6% .
|
aw |
30%
w5 |
m ]|
2014 ) ’ 2021 )
Alt. Sources 2% 2%
m Coal S0 25% _
_lGas 26% 13% |
® Nuclear - 19% 56%
® Hydro 5 3% . 4%

In 2014, 23% of SCE&G generation of energy was from non-
In 2019-2021

emitting facilities. (/ approximately one-half of the Alternative Resources
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listed in Chart C are non-emitting. The remainder is biomass). In 2021,
which is the first full year that both Units 2 and 3 will be on line, we
estimate that 61% of the energy serving SCE&G’s customers will come
from non-emitting sources. SCE&G is on track to achieve its goal to create
a generating system with markedly reduced levels of CO, emissions and
reduced exposure to the risk and costs associated with them.

IN 2008, DIVERSIFICATION OF FUEL SOURCES WAS AN
IMPORTANT GOAL FOR SCE&G. ISTHAT TRUE TODAY?

The Company testified in 2008 that diversification of fuel sources
was an important reason why adding nuclear generation would provide
value to SCE&G's customers. That continues to be the case today.

SCE&G’s current capacity mix is weighted 72% towards fossil fuel,
with coal representing 38% of that capacity, and natural gas representing
34%. In large part because of the addition of nuclear generation, SCE&G
will have a well-balanced generation system in 2021 with 28% of its
capacity in coal units, 26% of its capacity in natural gas units, 32% of its
capacity nuclear units and 14% of its capacity in hydro/biomass/solar
facilities. In 2021, the three principal fuel sources, nuclear, coal and natural
gas, will each represent a significant and balanced component of capacity.

Chart D shows this capacity miX in a graphic form:

18

69

001 Jo gz abed - 3-0/€-210Z #19X00Q - DSOS - Id 82:€ 62 JoquanoN 8102 - 3714 ATTVOINOY LD TS



w B

SCE&G’s Current and Forecasted Capacity Mix

Chart D
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Creating this balanced mix of capacity will give SCE&G operating

flexibility to respond to changing market conditions and environmental

regulations. [ am not aware of a cost effective way today to create this
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flexibility other than by adding new nuclear capacity. This is particularly
true now that for environmental reasons adding new coal capacity is no
longer feasible. If SCE&G were to meet its 2020-2021 base load generation
needs by adding new natural gas generation, then fossil fuels (natural gas,
oil, and coal) would account for approximately 75% of SCE&G's
generation in 2021, with gas alone representing 48% of its generation.
Given the increasing environmental pressures on coal and the technological
limitations on relying on renewables for base load capacity, under any
reasonable scenario the systenm’'s reliance on natural gas is likely to go up
steadily in the years following 2021. Without the new nuclear capacity
represented by the Units, SCE&G’s system would likely be locked into a
significantly unbalanced generation portfolio with increasing reliance on
natural gas generation today and in the decades to come.

On the other band, adding nuclear capacity creates a balanced
generation portfolio. As was the case in 2008, this continues to be an
important reason that building these Units provides value to our customers.
DO CURRENT LOW NATURAL GAS PRICES CHANGE THE
VALUE THAT THE UNITS WHAIL PROVIDE TO CUSTOMERS?

Hydraulic fracturing, or “ftracking,” has reduced the cost and
increased the supply of natural gas at this time and for some years in the
future. However, predictions of future natural gas prices are notoriously

unreliable over the long-term. The planning horizon for determining the

20
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value of a nuclear unit is 60 years or more. Prices for fuels are historically
volatile as natural gas will change over that time. The lesson of history is
that fossil fuel prices will change dramatically and unexpectedly over that
long a time. Therefore, prudent utility generation plans seek to create
balanced systems that can respond as prices fluctuate over time and are not
overly dependent on any one fuel source. As discussed above, that is what
SCE&G’s generation plan seeks to do.

In the case of natural gas supplies and fracking, there are efforts
underway to limit fracking based on environmental concerns. But the issues
go beyond frackdng. The Sierra Club indicates on its current website that it
is committed to “putting natural gas back in the dirty box with its fossil fuel
brethren.” In its “Beyond Natutal Gas® campaign, the Sierra Club tells
readers of its website that “[t]otal life-cycle emissions for coal and gas are
nearly equivalent,” and that “[tlhe Sierra Club continues to legally
challenge new natural gas plants and demand requirements that limit their
emissions of greenhouse gases.” According to the Sierra Club, *[n]atural
gas s not part of a clean energy future.” It is only reasonable to assume
that once coal plants are closed, restricting natural gas generation will
become the priincipal focus of entities like the Sierra Club.

In addition, domestic United States natural gas prices are still out of

line with global prices:

* http://content.sierraclub.org/natural gas/protect-our-climate (accessed May 20, 2015).
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CHART E

Landed LNG Prices, April 2015

(SUS/MBTU)

Updated: April 2015

How long the current price disparities can remain is difficult to
detenmine. But there is every reason to expect that in the coming years U.S.
natural gas prices may begin to respond to global markets and the global
hunger for energy. Major energy companies are moving to expand their
infrastructure to export natural gas produced in the United States as
liquefied natural gas (“LNG™). A review of the reported 2015 data indicate
that 24 new LNG export facilities have been approved or proposed to be
permitted in the United States. Another 26 sites are listed as potential

export sites in North Ametrica.
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Approved

Mexico: L. ( Pass McMoRan
3. Offshore Florida: 1.2 Beid (Hoégh LNG - Fort Energy)
4. Gulf of Mexico: 1.4 Bcfd (TORP Technology- LNG)

Export Temiinal

5 LA: 2.76 Bcfd (Cheniere/Sabine Puss LNG)
ml—n&@lﬂ-ﬂ;

G.{ladb;s;",l.& 1.7 Bcfd (Sempra — Cameron LNG)

7. Freaport, TX: 1.8 Bofd (Fresport LNG Dev/Freeport LNG
Expansion/FLNG Liquefaction) (CP12-505)

8. Cove Point, MD: 0.82 Befd (Dominion — Cove Point LNG)

= (CP13-113]

" (cP12-507)

TX: 2.14 Befd (Cheniers - Corpus Christi LNG)

Office effERergy Prajeets

North American LNG Import /Export Terminals

North American LNG Export Terminals
Pnfposed

Export TenmiiRal

PROPOSED 10 RS

1. Coo$ Bay, OR: B9 Befd (Jardan Coid Ensig Project)
(cP13-483)

Z Lake EhaHa, UAI 2.2 Bdd (Southem Ufion - Trankiine LNG)

. (CP14-120)

I\ 3. Astoria, ORI 1.25 Boid (Oregon LNG) (GP0S-6)
4. Lavaca Bay, TX: 1.38 Bdd (Excelerate Liquefaction)
(OPI4471 572}

S. Elia ISiandl, GA: 0.35 Bdd (Saulieem LNG Company}
(CP15-103)

6, Lake Chiviss, WAr 1.07 Boid (Magnolia LNG) (OP1L4-347)

¥ i Pavish, LAt 1,07 Bdd (CERING) (PFi3+211)

B. Ssbivve Fa2s, TX: 2.1 Boid (ExxonMobil - Gaiden Pass)
(CPLa517)

9, PSRSguaila, MS: 1.5 Boid (Gulf LNG Liquefaction) (PFiLEH)

£0. Plaqueniines Parish, LA 0.30 Bdidl(Liusizns LNG) (PFig-1T)

11. Robbinston, ME: D.45 Bcfd (Kestie! - Downesst LNG)
(PF14-15)

12. Gimaron Parish, LA 1,34 Biefd (Vs Globill) (PE15-2)

13, Jackewniille, FL: 0.075 Befd (Exgie LNG Fariners) (PF15-7)

As of April 14, 2015

Office of Energy Projects
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North American LNG Export Terminals
Pottertial

1. BrOWiSXle, T(: 2.8 Befd (GEIF Coatt LMG Export]
2. Camwron Pakish, LA: 0.15 Bdd (Wiiller LNG Séviinks)

3. Dngjlésiicle, TX: 1.09 Befd (Pangea LNG (Nerth Ainelsitd))

™ 4, Cameron Pasiich, LA: 0.20 Befd (Giasfin Devalopment)

5. Brownsville, TX: 3.2 8efd (Eos LNG & Binca LING)

6. Guilf aff Makico: 3.22 8cfd (Main Patss + Freepact-MichiaRial)

7. Guif of Maisés: 1.8 Befd (Dallfin LNG)

@. €ailaeon Parish, LA: 160 Befd (SCTAE LNG)

9, PortAithur, TX: O Sfd (WesPac/Gulfgste Terminal)

10. Galvestwin, TX! Q77 Befd (NestiDscualis)

11. Caleasieu Parish, LA: 0.64 Befd (U OUR LNG-Darallax Energy)
12. Cameson Parish, LA: 184 Befd (G2 ING)

POICN] NADIAN SITES IOEWTHIED 8Y PROJEC

SHMSORS . b
13. Goldboeo, NS: 1.4 Befd (Piaiias Energy Canstia)
14, Prince Rupert Island, BC! 2.91 Bdd (B Geap)
15. Nelfiard, NSt 1.8 Bcfd (H-Bnergy)

16. Prince Rupert ixlaed, BC! 2.74 Bufd (Pedific Nofthwest LNG)
17. Prince Ruypet [siaiad, BO 4.0 Befd (Bxxanhbblil- Imparial)
18. Squamish, BC: 0.29 Bcfd (Woadlibre LNG Export)

19. Kitiirnati/ Peinte Rupert, 8Ci 0,32 Befd (Tiston LNG)

20. Prince Rupe#t, BC: 3.12 S4d (Aurora LNG)

21, isdule, BO 2.7 Befd (Iaisiit Energly)

22, Stewait, BC: 4.1 Befd (Canada Stawert Enesigy Grivdp)

23. Delta,BCi 4 Befd (WesPac Midstream Yehoou

24, VahQUWi ishind, BO) 01l Befd (Steethaad LNG)

25. PritreiRspiait Istand, BC: &2 Befd (Giea ItNG)

26. Hawbkeskury, NSs 0.5 8cfd (Séar Heid ENG)
ﬁ.g'—-y,m 1.6 Befd (Ghll Quebec)

28. Saink Jotm, NB: 0.67 Scfd (Siirtt John LNG Development)

As of April 14,2018

Gifice @F‘En@rgy Prajects

Furthermore, there are questions about how to make sufficient
pipeline capacity available to transport natural gas to consumers if the
greater part of the nation’s future energy needs will be supplied by natural
gas indefinitely. A number of new pipelines are under construiction or have
been proposed such as the new Atlantic Coast Pipeline being constructed
from West Virginia to North Caroliina. Capacity in these pipelines will be
significantly more expensive than existing pipeline capacity.

SCE&G continues to believe that over the long planning horizon that
is involved when procuring base load generation units, the unbalanced
reliance on any single fuel source is dangerous from both a cost and a

reliability standpoint. Over the long-term, prices will change unpredictably.
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I have testified to that fact before this Commission in past proceedings. It
continues to be my firm beliefl

THE
WHERE DOES/COMPANY’S FINANCIAL PLAN REGARDING
THE UNITS PLAN STANDX TODAY?

As of March 2015, SCE&G had successfully raised the capital
necessary to support $3.1 billion of the $6.8 billion cost of the Units in
future dollars (which is comparable to $5.2 billion in 2007 dollars). This
represents approximately 46% of the value of the Units when completed.
SCE&G has supported this investment through issuance of debt in the form
of first mortgage bonds of SCE&G and equity from SCE&G'’s retained
earnings, and sales of common stock by SCANA and retained earnings of
SCANA, the proceeds of which have been contributed to SCE&G. Where
possible, SCE&G has locked in favorable interest rates for future
borrowiings. As ofMfarch 2015, interest rates on approximately $1.3 billion
in anticipated 2015-2016 borrowings have been locked in at an estimated
effective rate of 5.09%.

HOW HAS THE FINANCIAL COMMUNITY RESPONDED TO
SCE&G’S BORROWING TO SUPPORT THE UNITS?

As evidenced by SCE&G’s recent debt offerings, the financial
community has been suppottive of SCE&G’s plan to finance the
construction of these Units. The financial community is comfortable with

the careful and consistent approach to applying the BLRA that has been

25

76

001 Jo G€ abed - 3-0/€-.10Z # 194904 - 9SdOS - Wd 82:€ 62 JoequianoN 8102 - 3114 ATTVOINOYL1O3 13



10

1

14

16

17

18

19

20

21

followed by the ORS and Corrimission since its adoption. Since 2009,
SCE&G has issued approximately $1.5 billion in first mortgage bonds
through eight separate issues that are directly related to the nuclear project.
The weighted average interest rate of these bonds is only 4.99%.

COULD YOU PROVIDE EXAMPLES OF SUCCESSFUL
MARKETING OF BONDS IN RECENT YEARS?

SCE&G’s $250 million bond issue in February 2011 was
oversubscribed by a factor of eight and was ultimately priced at the lowest
end of the indicated interest rate range. SCE&G’s $250 million bond issue
in January 2012 was oversubscribed by a factor of six and, when issued,
bore “one of the lowest 30-year coupons of all time,” as reported at the time
by Credit Suisse. Nevertheless, the next issue, which was SCE&G’s $250
million issue in July 2012, bore a yield which “represent[ed] the lowest 30-
year utility yield on record,” as reported at that time by Well Fargo.
SCE&G’s $300 million May 2014 bond issue represented the first 50-year
bond issued in the utility and power sector and only the sixth such bond
ever issued in the United States. It was oversubscribed by a factor of 13 and
was issued at a rate estimated to be only 35 basis points higher than a 30-
year bond would have borne.

HOW DID THE MARKET RESPOND TO SCE&G’S MOST

RECENT BOND ISSUE?

26

001 Jo 9¢ abed - 3-0/€-210Z # 19900 - DSOS - Wd 82:€ 62 JoquanoN 8102 - 3114 ATIVOINOYLO3 13



10

14

15

16

17

18

19

20

21

22

In May of this year, SCE&G issued $500 million in 50-year first
mortgage bonds. The interest rate was favorable at 5.1%. However, on the
day of the issuance the subscriptions for this issue were slow in coming. At
one point, it appeared that the entire $500 million might not be sold. In the
closing hours of the offering, it required a slight nudge upward in the
interest rate to bring the book of potential buyers from $400 million to the
expected $500 million. While the interest rate on the bonds was still very
good, it was the first time in recent years that the issuiance was not
oversubscribed. In most other cases, the bonds were quickly
oversubscribed.

DO YOU KNOW WHY THESE BONDS WERE MORE DIFFICULT
TO SELL?

We polled several investment banking firms involved in the
transaction. They reported that an important factor for many potential
buyers was their concern over regulatory risk related to the current filing.
Bond buyers have options. If bond buyers have concerns about SCE&G's
risk profile, it is often just as easy for them to buy bonds of companies that
do not face such risks as to buy SCE&G’s bonds.

WHAT IS YOUR CONCLUSION FROM THESE FACTS?

The market is becoming increasingly sensitive to SCE&G's

regulatory risk in the nuclear context. The ‘overhang’ of the current

proceeding has brought that risk into focus for the market. We were able to
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complete the transaction successfully and at a good interest rate, but what
we learned is that the risk ofllosing market suppoti for our financing plan is
real. That could happen if the market loses confidence in the consistent
application of the BLRA.

WHAT IS THE FINANCIAL PLAN FOR COMPLETING THE
UNITS GOING FORWARD?

In mid-2015, we are entering a critical time in the execution of our
financial plan. We anticipate spending approximately $340 million on the
Units in 2015, approximately $1 billion in 2016, and approximately $900
million in 2017. After that time, annual capital expendituires are anticipated
to drop quickly. During this three year period, SCE&G will not have the
option of waiting out unfavorable conditions in the capital markets or
postponing issues during periods where it has achieved unfavorable
financial or regulatory results as a company. During this time, it will be
vitally important that SCE&G maintain access to capital markets on
favorable terms. If SCE&G can maintain access on such terms, the
Company may be able to continue to reduce debt costs and the costs to
customers from financing the Units as compared to the 2008 projections.
However, if access to capital markets on favorable terms is lost, the reverse
is true. Financing costs will go up, and in some circumstances, it could

prove impossible to finance the completion of the Units.
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Q. WHAT ROLE DOES THIS PROCEEDING PLAY IN SCE&G

EXECUTING ITS FINANCIAL PLAN?

Nothing is more important to SCE&G’s financial plan than that we
sustain the market’s understanding that ORS and the Commission will
continue to apply the BLRA in a fair and consistent way. The financial
markets understand that the Commission and ORS may come under
pressure to deviate from the terms of BLRA as challenges appear in the
construction project. The decision here will provide the financial markets
with an important signal concerning how the markets should expect that the
BLRA will be applied over the remaining five years of the project. That
will greatly impact how the financial community assesses the financial and
regulatory risks of the project and the rates and terms on which SCE&G
will be able to finance the approximately $3.4 billion of debt and equity
that remains to be raised.

PLEASE EXPLAIN WHY YOU BELIEVE THAT THE BLRA IS SO
IMPORTANT TO THE FINANCING PLAN FOR THE UNITS.

The BLRA was adopted to make it possible for electric utilities like
SCE&G to consider building new nuclear units. Before the BLRA was
adopted, building a new nuclear plant was not a viable option for SCE&G.
For SCE&G to seriously consider adding new nuclear capacity, legislative
action was needed to overcome two major challenges. These are the two

challenges which the BLRA sought to address:
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The Financing Challenge. Recovering the financing costs of a
project during construction was the first challenge. During construction of a
base load plant, a company must raise hundreds of millions of dollars of
new capital each year to finance construction costs. Each time bonds are
issued to pay for construction, debt service increases. Unless there is a
corresponding increase in revenues, debt service coverage ratios decline as
do other financial ratios. Bond raings; are based on these ratios. As these
ratios decline, the creditworthiness of the company suffers. In time, bond
ratings are downgraded. At that point, raising capital on favorable terms
can be extremely difficult or potentially impossible. Capital to complete
the plant may not be available.

On the equity side, each time additional common stock is issued to
support construction, there are more shares outstanding. Additional
dividends must be paid. Without new revenues, earnings are diluted. As
earnings are diluted, the attractiveness of the stock and its value decline. To
finance the next round of construction, a higher number of lower-priced
shares must be issued to generate the same amount of capital. This causes
yet more dilution and further weakens the value of the stock going into the
next financing cycle.

The only solution is for the company to generate revenues sufticient
to pay debt service, meet coverage ratios and provide reasonable levels of

earnings per share as the new plant is built. Some years ago the
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Commission recognized this fact and began to authorize utilities to include
the financing costs of plants in rates before they were completed. This was
done in general rate cases by recognizing the financing costs associated
with construction work in progress (“CWIP™) as an expense for ratemaking
purposes. The Commission has historically allowed a company to apply its
weighted average cost of capital to its CWIP to determine the amount of
revenue needed to support the common stock and bonds issued to finance
construction. The weighted average cost of capital is the amount of
revenue that the Commission has determined to be necessary to support
investment of capital in the utility, specifically, to pay debt service on
bonds and allow a reasonable level of earning to support common stock.

But this CWIP based approach required the utility to file general rate
cases during plant construction. This produced rate adjustments that were
stair stepped in one or two-year intervals. SCE&G successfully used this
approach when building its last coal plant, Cope Station (1995), and its
most recent combined cycle natural gas plant, Jasper Station (2004). During
construction, there were a total of six separate rate adjustments which
placed some part of the financial costs of the capital spent on those plants
into rates.

Cope and Jasper, however, took three to five years to build, not
twelve as is the case for nuclear. Outlays for those plants were in the

hundreds of millions of dollars, not billions. If this approach were to be
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used to support a nuclear construction project, it would require SCE&G to
litigate full electric rate cases every year or two for approximately 12 years.
Neither SCE&G nor its investors considered this to be practical.

Disallowances. The second challenge utilities like SCE&G faced in
base load construction was the threat of construction cost disallowances.
Investors are sensitive to very small changes in returns. Even ‘minor’
construction cost disallowances can hit investor returns with crippling
force. For example, it takes only a five percent disallowance of principal in
a given year—350 million on a $1 billion inwsstieatt-to cut a ten percent
return in half Even a small disallowance today indicates the potential for
future disallowances as construction progresses. Therefore, even small
disallowances can drive investors away and make it impossible for a utility
to complete a construction project due to lack of financing;

These financial realities are facts that opponents of nuclear power
used to great effect in the last nuclear construction cycle. They underscore
why SCE&G believes that even a small departure from the tenns of the
BLRA could cause the investment community to fundamentally change its
assessment of SCE&G's future regulatory risk.

The BLRA. In response, the South Carolina General Assembly
adopted the BLRA. It allows for annual rate adjustments through revised
rates filings to cover the financing costs of approved nuclear construction

projects pending their completion. Financing costs are based on the same
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weighted average cost of capital that applies under the CWIP method. As
with the CWIP method, before a plant goes into service, only financing
costs may be recovered under the BLRA, not the cost of the plant itself.
The BLRA carries forward the key concepts of the CWIP method but does
so without requiring full rate cases each year which would not be practical.

As to disallowances, the BLRA provides an opportunity for the
Commission to review the prudency of constructing the plant in detail
before construction begins. Once the prudency decision is made,
disallowances are permitted if (a) the construction does not proceed within
the originally approved cost and construction schedules and (b) schedule
amendments such as the updates that are requested here are not made. As
to the second point, the BLRA states that the Commission will grant
requests for amendment as long as “the evidence of record justifies a
tinding that the changes are not the result of imprudence on the part of the
utility.” S.C. Code Ann. § 58-33-270(E)(1).

Under the BLRA, prudency reviews are made based on plans and
forecasts before construction begins. The Commission detennines whether
or not it is prudent to proceed with the project under the construction plan
and with the contractors and EPC contract proposed by the Company. The
initial plans and forecasts can then be updated so long as the updates are not
the result of imprudence by the utility. This assures the financial

community that disallowances based on after-the-fact prudency challenges
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will not impair their ability to recover the capital they invest in the project
unless there is imprudence by the utility in administering the project.
WHAT DO YOU BELIEVE TO BE THE POLICY BEHIND
LIMITING THE PRUDENCY REVIEW IN UPDATE DOCKETS TO
THE PRUDENCY OF THE OWNER IN MANAGING THE
PROJECT?

In considering disallowances, the BLRA properly focuses on the
utility as owner of the project and those cases where the utility has caused
additional cost to be incurred through imprudence in its role as owner.
More specifically, in this project, the Commission properly looks to
SCE&G as owner for prudence in

e construction oversight;

e obtaining licenses and permits for the Units including NRC

licenses, and complying with those licenses and permits;

» administering the EPC Contract and enforcing its terms;

o resolving disputes with the EPC contractors;

e constructing transmission facilities to support the Units;

e recruiting, hiring and training of operating staff for the Units;

* deploying information technology (“IT") systems to support the

Units;
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e drafting and obtaining approval of the operating, maintenance

and safety plans for the Units; and

o performing all the tasks that fall under the heading of operational

readiness for the Units.

The BLRA provisions as to cost and construction schedule updates
properly focus on those aspects of the project that the Company can
control, specifically its own prudence as owner in administering the EPC
contract, overseeing the contractor’s work and performing the work that is
the owner’s direct responsibility. Other risks related to construction are
reviewed in the initial BLRA proceeding when the EPC contract, EPC
contractor, and other aspects of the project are being approved. The
decision to approve a project under the BLRA is a decision that it is
reasonable and prudent to assume the risks of proceeding given the terms of
the EPC contract, the review of the EPC contractor, and the other matters
considered.

IS THIS POSITION CONSISTENT WITH THE COMMISSION’S
PRIOR RULINGS UNDER THE BLRA?

In the 2008 proceedings, the Commission and the parties reviewed
the risk factors associated with this project and concluded that the project
should proceed under the terms of the BLRA in spite of those risks. Based

on its review of that information, the Commission ruled as follows:
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The Commission's approval of the reasonableness and
prudency of the Company's decision to proceed with construction of
the Units rests on a thorough record and detailed investigation of the
information known to the Company and the parties at this time.
Once an order is issued, the Base Load Review Act provides that the
Company may adjust the approved construction schedule and
schedules of capital cost if circumstances require, so long as the
adjustments are not necessitated by the imprudence ofthe Company.
S.C. Code Ann. § 58-27-270(E). The statute does not allow the
Commission to shift risks back to the Company. ... In addition, risk
shifting could jeopardize investors' willingness to provide capital for
the project on reasonable terms which, in tum, could result in higher
costs to customers.

Order No. 2009-104(A), p. 92. On appeal, the South Carolina Supreme
Court described that order as “a very thorough and reasoned order.”
Friends of Earth v. Pub. Sevv. Comm'n ofS. Carolina, 387 S.C. 360,372,
692 S.E.2d 910, 916 (2010). The court stated that “the Commission
addressed each and every concern Appellant presented . . . ."Jd.

WHAT INFORMATION ABOUT RISKS DID SCE&G PLACE

BEFORE THE COMMISSION IN 2008?

When SCE&G filed for BLRA approval in 2008, it placed before the
Commission an extensive assessment of the risks and uncertainties of this
project. SCE&G also placed before the Commission its choice of EPC
contractors, its plan for construction of the Units, and the tenns of the EPC
Contract under which subcontractors would be selected and the Units
would be constructed. SCE&G explained:

SCE&G has reviewed the risks related to constructing the Units

carefully and over an extended period of time. It has compared those
risks to the risks of the other alternatives that are available to meet
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the energy needs of its customers and the State of South Carolina. . .
SCE&G has concluded that constructing the Units is the most
prudent and responsible course it can take at this time to meet the

base-load generation needs of its Customers. . . .

...In the end, this project’s ability to meet its current schedule and

cost projections will depend on the cumulative effect of those risk

events that do occur on the schedule and cost projections contained
in this Appliication.
Petition, Docket No. 2008-196-E, Exhibit J, p. 12.

SCE&G’s 2008 BLRA application acknowledged that, “[flor a
project ofthe scope and complexity ofthe licensing and constructing of the
Units, any list of potential risk factors compiled at this stage of the process
will not be exhaustive.” Petition, Docket No. 2008-196-E, Exhibit J, p. 12.
With that caveat, SCE&G listed the specific risks that seemed most
important at thetime. Among the risks specifically enumerated at that time
were many, if not all, of the risks that have resulted in the current update
filing;:

e Module production: “It is possible that manufacturers of unique
components (e.g., steam generators and pump assemblies or other
large components or modules used in the Units) and
manufacturers of other sensitive components may encounter
problems with their manufacturing processes or in meeting
quality control standards. . .. Any difficulties that these foundries

or other facilities encounter in meeting fabrication schedules or
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quality standards may cause schedule or price issues for the
Units."

Construction Efficiencies: “The project schedule and costs are
based on efficiencies and economies anticipated from the use of
[standardized designed and advanced modular construction
processes]. . . . However, standardized design and advanced
modular construction has not been used to build anuclear facility
in the United States to date. The construction process and
schedule is subject to the risk that the benefits from standardized
design and advanced modular construction may not prove as
great as anticipated.”

Rework: “[N]o AP1000 units have yet been built. Accordingly,

problems may arise during construction that are not anticipated at
this time. These problems may require repairs and rework to be
corrected. Repairs and rework pose schedule and cost risks
resulting both from the repairs and the rework itself, and from the
time and expense required to diagnose the cause of the problem,

and to plan, review and approve the work plan before
implementation.”

Scope Changes: “[S]cope increases can result from changes in

regulation, design changes, changes in the design and

characteristics of components of equipment, and other similar
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factors. . . . Scope changes represent an important category of
risk to which the project is susceptible.”

e Design Finalization: “[T]here is engineering work related to the

Units that will not be completed until after the COL [Combined
Operating License] is issued. Any engineering or design changes
that arise out of that work . .. could impact cost schedules or
construction schedules for the Units."”

See Combined Application, Docket No. 2008-196-E, Exhibit J, p. 6-12.

In light of these risks, SCE&G expressly acknowledged in 2008 that
cost and schedule updates might be required. The Commission agreed that
under the BLRA these updates would be allowed so long as they were not
dueto the imprudence of the utility.

WHAT DO THE OUTSTANDING COMMISSION ORDERS SAY
ABOUT THE EPC CONTRACT?

[n Order No. 2009-104(A), the Commission ruled that “[a] key
component of the prudency review envisioned by the Base Load Review
Act is a review of the reasonableness and prudence of the contract under
which the new units will be built.” Order No. 2009-104(A) at p. 70. The
Commission poiinted out that in the 2008 proceedings “(a] number of
intervenors have raised questions concerning the degree of price certainty

provided by the EPC Contract.” Id. at p. 73. However, the Commission

noted that this issue has been addressed in the testimony of the Company’s
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witnesses who “testified that in the EPC Contract the Company sought to
obtain the greatest degree of price assurance possible, with due
consideration to the cost that [WEC/CB&I] would charge for accepting
additional price risk.” ¥d. The Commission concluded that “the EPC
Contract contains reasonable and prudent pricing provisions, as well as
reasonable assurances of price certainty for a project of this scope.” 'd. at
74.

Mr. Byrne and I were involved in the negotiation of the EPC
contract, which took over two years after WEC/CB&I was selected as the
preferred vendor. During those negotiations, we gave serious consideration
to obtaining fixed or firm pricing for Craft Labor, Non-Labor Costs and
some or all of the potential scopes of work falling in the Time & Materials
(“T&M") categories. The EAC cost adjustments presented for review in
this proceeding, apart from change orders, are all found in these categories.

As indicated in Order N0.2009-104(A), we determined that the price
SCE&G and SCE&G customers would have paid for price certainty for
these items was prohiibiitive. In 2008, we did negotiate fixed or firm pricing
for more than 50% of the EPC Contract. Since that time, we have extended
price assurance to approximately two-thirds of the contact through
subsequent negotiations with WBC/CB&I. Our conclusion in 2008 was that

the premium to fix the prices for the remaining EPC cost categories was too
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high. The Commission expressly approved that decision as reasonable and

prudent in Order No. 2009-104(A).

In spite of the increased costs we are considering today, the decision
to forego price certainty in 2008 was the correct decision. [ have
participated in the EPC Contract negotiations and can affirm that the cost
increases we are facing today do not exceed the cost that would have been
paid for additional fixed price assurances under the EPC Contract.
SHOULD THE COMPANY POSTPONE UPDATES TO THE
SCHEDULES UNTIL ISSUES RELATED TO SCHEDULE AND
COST DISPUTES WITH THE CONTRACTORS ARE RESOLVED?

No. It would not be prudent for the Company to defer updating its
cost and construction schedules until alater time:

1. We do not know when a more appropriate time would be. While we
would hope that our disputes with the contractors can be resolved by
negotiations, there is no timetable for those negotiations. Iflitigation
is required, the court proceedings in a matter this complex could last
five years or more. The final resolution might come well after the

project was completed.

2. The most important years for financing the Units will be 2015-2017.

Delaying a decision on these costs will inject significant uncertainty

in the financing plan at the exact wrong time,

1
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If SCE&G foregoes adjusting its cost and construction schedules, it
foregoes including these costs in revised rates filings. Without
revised rates, SCE&G loses revenue that is required to support the
debt the Company plans to issue in the coming years and to support
common stock. Our financial plan for completing these Units is
based on regular, annual revised rates filings. Without the revenue
from revised rates, our debt service ratios, and other financial ratios
begin to erode immediately resulting in a financial plan that rapidly
becomes unworkable.

The fimancial community expects us to update our schedules and
proceed with revised rates as we have every year since 2009. If we
are not able to proceed consistently with past practice and current
expectations, the financial community will swifily reassess its
support for this project and the confidence it has in the Company’s
financial plan. This is the most important point of all. The
consequences of the Company not proceeding with updates and
revised rates filings as the BLRA envisions could result m an
immediate withdrawal of financial support for this project.
Not to proceed with this filing would also be contrary to our long-
standing commitment to this Commission and the public to come
forward publically for approval of changes in our cost and

construction schedules as we identify them.
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Without approval of the cost and construction schedules proposed here, the
Company’s ability to finance the completion of the Units on reasonable
financial terms may be placed in great jjeopardy.

IF THESE DISPUTES ARE UNRESOLVED, HOW CAN COST AND
CONSTRUCTION SCHEDULE UPDATES BE APPROVED?

The cost and construction schedules presented for approval here are
no different from those approved in 2008 and in each update docket
thereafter. In each case, the Company came before the Commission with
the best information available concerning the anticipated construction
schedule for completing the Units and the anticipated costs associated with
that schedule. In every case, both the cost and the construction schedules
presented and approved have been anticipated schedules for completing the
Units. As anticipated schedules they are subject to risks, uncertainties,
potential changes and possible revisions. That is true of the cost schedule
here just as it has been true of all cost schedules the Commission has
approved to date.

The current schedules reflect the best information available about the
anticipated costs and construction timetables for completing the project.
The anticipated capital costs presented here are not speculative. As Mr.
Byrne testifies, they are based on a careful review of construction plans and
the costs of the tasks required to complete them. No speculative or un-

itemized costs are included in this cost schedule. There is no question that
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these costs on this schedule will be paid. They only question is whether
SCE&G can recover some oftthese costs from WEC/CB&L. It is appropriate
that this cost schedule be approved under the BLRA as the updated
schedule for the project.

SHOULD WE WAIT FOR CHANGE ORDERS?

No. A change order is not needed to properly consider these updates.
The Construction Labor, and Non-Labor Costs, which constitute the Target
Cost categories under the EPC Contract, are not fixed or firm. T&M costs
are also not fixed or firm. Change orders to the EPC Contract are not
required for WEC/CB&I to bill SCE&G for amounts above the target or
estimated levels.

HOW WILL REGULATORS ENSURE THAT IMPROPER
CHARGES ARE NOT INCLUDED IN REVISED RATES?

As is always the case under the BLRA, revised rates are based on
actual payments only, not projections. They never reflect costs that have
not been paid. In all cases when SCE&G files for revised rates, the
Company presents ORS with the actual invoices and other cost data
establishing the project costs that have been paid to date and information
justifying those costs. ORS has full audit authority over this data. ORS

carefully audits all amounts SCE&G seeks to include in revised rates

recovery.
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SCE&G has no interest in including any improper amounts in
revised rates recovery. If anything improper is found in these amounts
through ORS's audits or otherwise, we will thank the party that points that
out and remove those amounts from revised rates filings immediately. If
those amounts were improperly invoiced to us by WEC/CB&I, we will take
appropriate action with WEC/CB&I to have their invoices corrected and
proper credits applied.

HAS SCE&G APPROVED THESE UPDATED SCHEDULES?

SCE&G has “approved” the updated schedules in the sense that it
recognizes them to be the most accurate and dependable statements
available of the anticipated construction schedule for completing the Units
and the anticipated schedule of capital costs for completing the Units. As a
practical matter, these schedules are in fact the schedules under which work
on the project is proceeding. Insofar as they reflect data from WEC/CB&I,
that data has been endorsed by WEC/CB&I as contractor under the EPC
Contract. SCE&G has carefully reviewed the data provided by WEC/CB&I

and verified its reasonableness. SCE&G has also provided certain data of
its own that is included in the cost schedule, specifically data as to Owner’s
cost and payments it intends to withhold from WEC/CB&I. SCB&G stands
behind its data completely.

For these reasons, SCE&G has determined that the anticipated cost

schedule presented by Ms. Walker (Exhibit No. _ (CLW-1)) and the
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anticipated construction schedule presented by Mr. Byrne (Exhibit No. _
(SAB-2)) are reasonable and prudent basis on which the Commission may
update the approved BLRA schedules for this project. The schedules
presented here in every way meet the definition of the anticipated
construction schedule and the anticipated capital cost schedule for the
project. They are appropriate schedules for the Company to bring forward
to the Commission for review and approval under BLRA. In that regard
SCE&G has approved these schedules for filing as updated project
scheduleshg{%;éé}cBLRA purposes.

However, for purposes of the EPC Contract, we are concerned that
WEC/CB&I may seek to take the term “approved” as applied to these
schedules to mean that SCE&G has approved substituting these schedules
for the schedules previously approved in the EPC Contract, thereby
excusing WEC/CB&I from contractual obligations, penalties, claims and
possible damages from failing to meet those schedules. SCE&G has not
approved those schedules in that sense whatsoever. 1n its role as Owner of
the project, SCE&G intends to maintain all claims and exert all possible
leverage over WEC/CB&I related to its obligations under the EPC
Contract.

WHAT IS YOUR CONCLUSION AS TO THE VALUE THAT NEW

NUCLEAR GENERATION BRINGS TO YOUR CUSTOMERS AND

TO THE STATE OF SOUTH CAROLINA?

46

97

001 Jo 9G abed - 3-0/€-210Z #19X00Q - DSOS - INd 82:€ 62 JoquanoN 8102 - 3114 ATTVOINOYLOT TS



10

11

12

13

14

15

16

17

18

19

20

21

22

SCE&G continues to pursue the generation plan that it presented to
this Commission in 2008. That strategy remains fundamentally sound.
When SCE&G came before the Commission in 2008, we presented a
detailed overview of the risks and challenges of building a nuclear plant.
We showed then that the benefits to our customers from new nuclear
capacity far outweighed these risks and challenges.

We are now seven years into a twelve year construction project. As
Mr. Byrne testifies, the project team has overcome many of the one-of-a-
kind challenges presented by this project. The financial information I have
provided shows that the impact of lower inflation, lower debt costs and
increased production tax credits will offset the impact of capital cost
increases. Because of these off-sets, the costs of the project to customers is
no greater today that it was in 2008 when SCE&G first came to the
Commission for its approval.

Furthermore, the environmental imperatives of reducing CO,
emissions are greater than ever. The risks of building a system with an
imbalanced reliance on fossil fuels for dispatchable base load capacity is
certainly no less than it was in 2008.

As Dr. Lynch testifies, the Company has updated its modeling of the
cost of completing the Units compared to other alternatives. That modeling
demonstrates that even with today’s low natural gas prices —which I believe

are not sustainable over the long rum-comnpileting the Units remains the

47

98

001 Jo /G abed - 3-0/€-210Z #19X00Q - OSdOS - Wd 82:€ 62 JoquanoN 8102 - 3714 ATTVOINOY LD T3



11

17

19

20

21

lowest cost alternative for meeting the pressing need of SCE&G’s
customers for base load generating capacity. The financial benefits of
completing the Units are clear even when the risk of future natural gas
volatility is ignored.

In light of these facts, we believe that the logical and prudent choice
is to proceed with the construction plan and apply the BLRA as written.
The BLRA is the basis on which the project has been successfully financed
to date. It will be the basis for all future financings. The BLRA is the basis
on which SCE&G maintains the creditworthiness necessary to continue this
project. Deviating from the consistent application of the BLRA would put
the financial plan for completing the Units at grave risk. That could
increase the costs of the project to customers dramatically and could well
result in the financial community denying SCE&G access to capital on
reasonable terms. That could make completing the Units financially
impossible which would be a great loss to our customers, to our parther
Santee Cooper, and to our state.

My senior management team and I are directly involved in the
management and oversight of the project and in interacting with
WEC/CB&I and its senior leadership team. We are dealing with the issues
with WEC/CB&I aggressively and at the highest levels. The challenges we

are facing are consistent with the risk we identified in our filings in 2008.
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The important point is that these challenges do not in any way outweigh the
long-term benefits of adding this new nuclear capacity to our sysim

The construction phase we are in today is temporary. If we stay the
course with construction and with regulation, the Units will be built and
will provide reliable, non-emitting base 1oad power to our customers for 60
years or more. It is my opinion based on thirty-eight years' experience in
this industry that the value of the new nuclear capacity under construction
today remains much greater than any challenges we have encountered or
are likely to encounter during construction of the project.

WHAT ARE YOU ASKING THE COMMISSION TO DO?

SCE&G is asking the Commission to approve the updated cost
forecast and construction schedule for the Units as presented in the Petition
in this matter and in the testimony of Mr. Byrne, Mr. Jones, and Ms.
Walker. SCE&G requests that the Commission find that the changes in
cost and construction schedules are the result of risks that have long been
identified as pertaining to a project of this size and complexity. Moreover,
SCE&G requests the Commission to find that SCE&G’s management and
development of the project continues to be reasonable and prudent in all
respects.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes. It does.
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Q
A

Q

MR, BURGHSS: Madem Chdifiman, M. Néarsh is
available for cross-e@xaminstion by Mr. Giild and
questions fiosm Conmmnissoners, if any.

CHAIRMWAN HMLL: All right. Well take a short
break before we begin. Five mimutes.

[WHEREUPON, a recess was taken fiamm 11:35
to 11:50 a.m.]

CHAIFRRHAN HALL: Thank you. Be seated.

Nr. Guild, if you will go over to that mic,
and never leave that mic, please.

[Laugiter]
CROSS EXAMINATION

BY NIR. GUILD:

Geod mwoming, M. MNarsh.

Good maoing.

I'd tilke to confiinm same nuimtleers for you as we try to
examine the Appplication you have before us. The company
has just recently filled for a Base Load Review Act
annual increase based on the capital costs of the
proposed plants: is that right?

1t's based on the revised schedule we receiwved from the
consortiium, that's correct.

Qkay. And I have an Exhibit G to that Agpplication
that's identified as a red-limed amended Exthikbit €S-

corrects a couple of errors, I thimk. I just wanted
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Q@
A

you, if I could get you to confiin, subject to cheek,
the figures that appear on that sheet that 1"we been
rellyiimg on. First, there's a line that's endithed
"Incremeantal Revenue Refliremserds-BLR,* and are those
the incremantal requirements that are associated with
fiimancimg the Uhiits 2 and 3?

be so kind as to show Wr. Miarsh wihet he's readiing
ficaom?

perhaps counsel has available the documert, they
could share with him. 1'd be happy to shaw it to
him; it just has my hamthviiting on it, ny
scrateliing.

yau're referriimg to?

pending rate increase request by SCE&G. 1t's their
pending request.

BY M. GUELD:

You filled one in June, did you not, Mr. Niarsh?

I believe that's cofrect. 1'llh get a copy of it fiam
the att@imeys.

Perhaps I could just ask -

MR. BURGESS: Ndam Chiwirman, wewld Nr. Giild

MR. GUILD: I just have one copy, but if

CHAIRMIAN HALL: Can you telh us whet docunrent

MR. GUILD: VYes. 1t's BExliibit G to the

001 Jo L9 abed - 3-0/€-210Z #19X00Q - DSOS - Wd 82:€ 62 JoquanoN 8102 - 3714 ATTVOINOY LD T3
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Guild, to shaw him?

MR. GUEILD: I have just one copy.

MR, BURGESS: QOkay.

VOICE: 1t's your documert.

MR BURGESS: I thiink you have to shaw your
copy to the witness.

CHAIRMIAN HALL: Okay. WM. Guild, we're going
to get a copy of that, so that he can review it, as
wedll. You dan't have a clean copy, WM. Guild?

MR. GUILD: No, mdam, I do net. I assumed
the company weuwld know about their own extitdits.

CHAIRWAN HALL: N, Zeigller, have you found a
copy?

MR. ZEIGLER: [Indlicating.]

VATNESS: [Indlicating.] 1'we got a copy of
the exhibit. We are ready.

CHAIRWAN HALL: Thank youl.

BY MR. GUELD:

Q M. Nharsh, you have that before you?

A Yes, I do.

Q@ And mgke sure you have tihe amended red-iimed version.
Do you have that one, Sir?

A Mine says, "Ameentled Exthitbit G."
Thzat's right. "Red-Lined version* umder that?

A I deor't see "red-limed version.™

VoL T of 3-7/21715
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Q

MR. BURGESS: I thimk his version is a clean
version that he has there.

MR. GUILD: Wéell, let's just see-

MR. BURGESS: Tihere is a clean version and a
red-liime version. I think Nr. Guild is readiing
fiom the red-iime version. We have a copy of the
clean version. 1f you wauld prefer that he read
fiwm a red-iine version, we'll try to fimd a red-
liine versiion.

MR GUILD: 1It's just the copy I have, WMi.
Buigess.

BY MR. GUILD:

But 1et me just see if I can get you to confinm the
Auntleers. 1f they're dlifferent, just telll me, please.
Thaat's fiine.

But, again, there's a horizomtal limne that reads
"Incremeanial Revenue ReguirementssBRIERA." You see that?
Leeft -hand column?

Yes, I do.

All right. And it has a series of emiries by year,
running across fiam left to right, on the page, correct?
That is correct.

Dunes that indeed represent the annual increase
associated with fimanciimg Uhiits 2 and 3 undler the BLRA?
1t wauld represent thiough 2014 the revenue requirement

VoL 1 oF 3i- 7/ET1/15
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> 0 rr B P

that I believe we've alieady applied under the Base Load
Revien Act, and fiasm '15 forward I believe these numtasrs
wauld represent the estiimated amwoinis of revenue
increase that will be required, based on the informeation
we provided in this docket to the Camnyssion.

Indeed, thad's what I'm driviimg at, all right? So, just
subject to civeek- and if you have the documert, confiinm
these nuimtleers ayyeear- for 2015, and that's the pending
application, you shaw an incrememntal BLRA revenue
requitement of $70 miillion, correct?

Thet is correct.

All right. And 2016, $135 miilli@A?

Tihat's correct.

2017, $111 miillien?

Thaatss-

MR. BURGHESS: Niedam -

WITNESS: -caniiect.

MR BURGESS: -Chhair, if I may. I'm net
reallly sure wheare Nir. Guild is going with this.
e's referriimg to an Agpplication in another docket
that's not germane to this proceeding. We wwuld
object to this liime of questioning on the ground
it's irelevant.

MR. GUELD: Medam Chesir, it seems to me that
the —

voL | oF 3s 7/E1/15
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VQICE: 1If he can ~

MR. GUELD: - BLRA revenue -

VQICE: - stand up, I can stand up.

CHAIFRMWAN HALL: I'mn sorry.

VOICE: I wamt to -

CHAIFRRMAN HALL: No, melam, you cannot stand
up. You willl sit down and behave with some
decoitin. The only parttess- only parties wiill
addiress the Comnssion.

Go ahead, Mr. Guiild.

MR. GUELD: Niedam CHair, the revenue
requirements anticijpated to compokete the plant
cauldn't be any mwre relevamt. Tiis is a docunrent
fiaom the company. It represemts an admiission by
the company. I can't imagine that the Camriission
waldkin't be interested in hearing whet the expected
total revenee- incremental revenue requirements
are going to be, associated with these cost
overruns and project delays. THat's precisely what
I'm driiviing at.

CHAIRMIAN HALL: A1l right. Nr. Bukgess's
objectiion is sustaiined, Mr. Guild, so move on,

please.

BY MR. GUILD:
Wald you accept, sulbject to check, that the total

VoL1oF3-7/21/15
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incremental revenue requirements threuwgh the in-service
dates of 2020 amoumt to $677 miillion under the Base Load
Revien Act, as you project tham?

Mot just as a number added up, because those numtlaers
represent poiendial future increases. Tinese are deriwved
based on the estiimates we have in the calculation we
provided the Camnisdon in this case on the revised and
updsted scheduie. As we have provided in our testtimony,
a significant pertion of those dwillars are stilll under
dispute and we comtinue to pursue that dispute with the
consortiium. So these are estiimates for BLRA purpeses;
they wawld not represent the actual dollars that waould
be filled. The only tihiing that could be filled with the
Camision are actual dollars that are spemt when they
are actually spemt. Tihese are future doliars and, so,
witil they're actually expended by tihe conppamy, they
vaiid not be inclluded in a rate proceeding.

Woald you accept, sulbject to check, that ny meth is
correct, $677 million, and, with that explamation, is
the totall future revenue requiremeant, 2015 threugh 2020?
Yes.

MR. GUILD: Nidam CHisir, I ask that this be
marked as an extilpit and travel with the record as
an offer of proof, please.

CHAIRMAN HALL: 1t will be Hearing Extiihit

VoLl oF3-V/RIV1S
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No. 3.
[WHERELLPON, Heariing Exttiitbit No. 3 was
marked for idertification.]

MR. BURGESS: Miadam Chwirman, masy [ see that?

CHAIRMWAN HALL: Go ahead, Mr. Bungess.

MR. BURGESSS: [Indlicating.] Medam Chwirman, I
wawld object to the hamdwriiting on this documsert.
I'm not sure wihese handlwiiting that is. It's
certainly no witness of ours. So, if Nh. Guild
warts to include this in the record, he certainly
has that right to do so, but I wswid object to the
wrritiing thaet's on here.

CHAIRMWAN HALL: WMh. Giild, do you have a clean
copy?

MR GUILD: I deon't. 1t's my ecopy. I submiit
it's my hantiwiiting. You sustaimed an olbjection to
my questioning. I submiit that I should be able to
ask those questions. I'd like tlhe compeayy's own
documertd, fiam which I was questioning, marked as
an offer of proof to travel with the record. I
believe, under the Rules of Evidence, I'm emtitlied
to have it marked as an offer of proof, wiwther it
has my hamgiwiiting or not, wHwaiher Nr. Burgess
tiikkes ny hangiwviiting or not. I simply ask that the
record comtain a document fiamm which you did not

VoL 1loF 3= 7/E1/15
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allaw me to examine the withess. Thank you.

CHAIRMHIAN HIMLL: Wéell, certain things, M.
Guild. Nundeer one, we prefer a clean copy. I
mesn, I deon't knaw if you want your werk product
involved or inefuded in the record -

MR. GUILD: I have no probhiem with that, MNedam
Chesir. You can have my hamthwiiting. I just weamt
to have the record clear that the Comrdsion wsuid
not allw this line of questioning, and that is an
offer of proof to supmart any evidemtiary
objections that I might want to preserve for
appesi. So, 1'd ask that it be maarked in the foim
in which —

CHAIRMWAN HALL: In which —

MR. GUILD: - I was using it.

CHAIRWAN HALL: - case, a clean copy wswid
suffice.

MiR. GUILD: Miclam?

CHAIRMMAN HALL: 1 mesn, a clean copy wauid
suffice, wauld you agree?

MR. GUILD: I can't ungler- — [ can't hear you.

CHAIRRMAN HALL: A clean copy. Wdald you not
agree a clean copy wauld suffice?

MR. GUILD: Waild suffice?

CHAIRMAN HALL: As an offer of proof?

VoLl oF 3- Ff21/15
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MR GUELD: 1f I wanted to mske it an offer of
proof. But I want that document made an offer of
proof, Medam Chiadir. 1t's the document that I wes
questioniimg firam, so I wawld lilke to have that one
marked as an offer of proof. If the Qhwir wauid
lilke to include a clean copy, as wall, [ certainly
have no objection to that. My only peint is I'm
trylimg to examine the witness fiam the comppaiyy's
own documeert. You wwadkin't et me do it. 1'd lilke
it mede an offer of proof.

CHAIRMHAN HALL: Wéeve already sustaimed that
obj ectiion.

MR GUEILD: MWWt objection is that, MNdam
Casir?

CHAIRMWAN HALL: Adwut not going down that lime
of questioning. So 1'm- wee'll include the clean
eopy. Wéell include a clean copy that you provide.

MR. GUELD: Nedewm Chair, 1'd lilke the copy
with my notes on it included as an offer of proof.

CHAIRMHAN HALL: Okay.

MR. GUILD: 1f the Ohair wsuid tilke a clean
copy included, as wdi, as a Comission exthilbit -—

CHAIFRMAN HALL: No —

MR GUILD: =-of course, I have no objectiion.

CHAIRMAN HALL: The clear copy wiill be Htearing

VOL 1 OF 3-772Z20/A5
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Q

Exhibit No. 3, no handwriting.

MR. GUILD: Madam Chair, I don't know how to
preserve an objection if you won't allow me to put
an offer of proof in, so, if the record would just
reflect the fact that [ wauid liike ny document in,
regardiess of wiwther it has hamdiwiiting on it, as
an offer of proof, I wauld appreciate it.

CHAIRMWAN HALL: Oday. Wéell, that's certainly
included in the record, and a clean copy will be
Hearing Exiibit No. 3.

[See Vol 3, Pg 398]

BY MR. GUALD:

Mr. Mhash, let's talk about the estiimates of delay.
Wald you accept that the company now proposes 38 mwrths
and 18 days' adidlitional delay in the comppksiion of
comstruction for Uhiit 2, as comjpared to the initial
proposed sulstaniial comppketion date approved by the
Commgsion in the inithial Base Lead Agpplication?

Yes, the original date for the new Uhiit 2 was 2016. We
have been back to the Camnissen with updietes to that
scheduwie that curremtly had it, I believe, before this
hearing, as being due in 2017.

Thiirty-eight moittlhs, 18 days?

1'ih take your math, sulbject to eheck.

You need to get a litthe closer to the mic. I'm having
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a hard time with the speakers.
CHAIRMAN HALL: I'm sorry, Mr. Marsh. Yeah,
again, we can't hear you.
WITNESS: [Indicating.] Can you hear me now?
I can't get much closer.
[Laughter]
CHAIRMHIAN HALL: Yesh. I'mm sorry.

BY MR. GUELD:

Q All right. And at the time the Ceamvision approved the
imtial Base Load Qréler in Néarch 2009, Qrdler 2009-
104(A), there ware 85 mworths uidill the initial
sulbstamntial comppksiion date for Uhiit 2. Wald you
accept that?

Suhject to check.

Q Qkay. So the 38-mamnth ckalsy- and 18 dlags- that you

propose now, represents a 45 percent extension of that
initial substaniial comppketion of the comsiruction
schedwile, correct?

A I"'we not done the maih. 1t's a simple caleul ation, so

sulbject to check.

Q@ Subject to check. I believe you stated that you

estimate that tihe adlitional cost to comppkeie represemts
a 15.8 percent increase over the initiall capital costs
approved in the initial BLRA Appplicstion, correct?

A I believe I said 15 percemt in ny testtmony.

VoL 1 oF 35 7/BT/T5
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Q
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All right, 1'hh accept that. Now, SCERG already
proposes to sell an addlitional 5 percemt of both umits
to Samtee Campar, do they not?

No, that's not correct.

What's the planned relatiimnship with Samtee Comper in
teins of proportional owmarship of the umits expected to
be after in-service?

Santee Cagper approached us with a discussion about
selliimg part of their owmership. They curremtly own 45
percent of the new umits. And after discussions with
Santee, we entered into an agreememt with Saiktee-
subject to this Commisswon's approval -tkrat we wauld
purchase an addlitional 5 percent of Uhiit 1 — Uhiit 2, the
first new umit, when it came om-line. Tihat purchase
warid take place over a twe-year period.

I see. So0, not both umits, just Uhiit 2?

Just Uhiit 1.

I'm sorry, Uit 2?

The new umiit, which is Uhiit 2.

But not Uit 3?

Thaat's correct.

Qkay. So with the adidlition, then, of an adidlitii@nal
fractianall owneership by SCE&G, whet impact wowld that
have on SCERIGs share of the capital costs to compplete

the umits?
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1t has no change on the capital costs we presented here.
These capital costs in this filiing represent only our 55
percent share. We have not approached the Camriision
about the adlgiitionall 5 percemnt, so there's nething
reflected in these numiaers for the adidlitional 5 percemt,
if we move forward with that.

Rigiht, I get that. But if you know already that yau're
going to sellsc; 5 percent at least of one umit to
SCERES's co-owiar, Samtee Canpar, then South Carelina
ratepayers are going to bear a proportional increased
share of the cost of comppkating the plamt, wwon't they?
Wéere not going to sell any of our interest to Samtee
Canper.

No, Samtee Canper is going to sell it to you.

THaat's cofrect. I'm just correctimg wiwet you said.

And so, we, collectiively, are going to own mwre of the
units than we wauld before you sell that fractian —
before you buy that fractian fiasn Samtee Canper,
correct?

Subject to this Cammisissoon's approval .

Right. So how nuch adldlitional cest willl South Car@lina
EBleairic & Gas Conmpmy ratepayers bear of the cost of
the two umits after that proposed acgiisition is
comnplete?

The purchase is intemded to take place at Samtee
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Capeer's book cost. Those numtlaers are being negti ated

now,

but it willl be slightlly 6l fferent fiasm SCELISS

numiizers because their accounting is a litthe bit
different. They follow dli fferent procedures tihhan we do,
as a governmeertal emtity. It wauld be at their book
cost.

MR. GUILD: Midam Ciwgir, I just apologize buit
I'm having a hard time heariing the witness. I
thimk it's the sound system in some way. 1It's just
a litthe garbied and I apologize for pressimng hiim,
but I just deon't understand some of his answars.
I'm sure Nir. Mbarsh is speaking clearly enough; it's
just the systamn.

WITNEESS: Let ne try it again. Is that
better? The 5 percent we waulid propose to puirchase
fiaom Sanmtee Camper, wihen the first new wmit comes
om-line, wauld be at Samntee Coappeer's cost. That
cost wauld be a litthe bit different fiasm ours
because tihey follow dli fferent accounting policies
than we do, because they're a governmseital emtity.
But the intent is to purchase that 5 percent at
their cost, subject to this Commisson's approvl ,
and the paymertis for that and the related
megasatis, the ouwtput, wawld transfer to SCERG over
a two-year period.
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BY MIR. GUILD:

Q All right, undlersteod. So the question that I had for
you, that I doi't think you responded to, is, wihst
adidlitionall costs do you expect South Carelina Eleairic &
Gi#s ratepayers to bear, of the cost of the total
project, after that contempllated acqiisition fiotn Samtee
Cagper is comlkete?

A If you mtke the assumytion that the Cemiision approves

the transfer, then we wewld assume an adidlitional 5

percent in cost of the total project, based on Santee

Cagper's share of the cost.

Of Wit 2?

Of Uhiit 2.

Mot Uhiit 3?

Mgt Uhiit 3.

Uhderstood. Thank you. Now, you propose a settl bsment

to the Camréssion involving an agreed reduction on the

return-on-equity comnpaonent under tihe BLRA, fiam 11

percent to 10.5 percemt, correct?

e r B r»

A Thet was part of the settl sment agreement.

[Indlicating. ]

A Tihat was part of the settiesment agreement, thad's

correct.

Q Now, can you confiinfm OHRSs estiimate that that has an

approxinete $15 miillion total-project-lifaitime revenue
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effect for ratepayers?

That is cotrect.

Now, you follow- apparenily, as you said in your
testtimony - the ratiimgs and conweentary by the fiinanciall
conodnity on the effects of this project on the
comppay's flimances?

Yes, I do.

Yau're familiar with Modgy's Investors Services, their
conmwaentary on the conjpany?

They do have commnaertary fiasm tiime to time, vyes.

You familiar with the piece that tihey offered that
compared the effects of the nuclear project by SCERG on
the other API000 undler comsiruction, the Vagtie project
being bwillt by Georgia Powear?

I don't recall that particular piece. I may have read
it. I see a lot of information fiavm WAl Street. I
dor't recalll that particular piece at this time.

They characterized the project for you as a transffmiing
event for SCE&G. You agree with that?

I don't know how they used that "tramsffamiing," you
know, word, in comiext. To me, it's a tramsfrming
aspect of wihat wee'll be able to provide to the State of
South Carolina with the clean energy that wiill come fiam
the project over 60 years. 1 think that will tramsHm
wihat South Carelina is able to do by providing clean,
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Q

Q

non-@émittting, reliable powsr to its custonars.
htere's wihiet they said that meeant-

MR, BURGESS: OMjjeciion. THzat's hearsay.

CHAIRWAN HALL: Sustaiined.

MR. GUILD: Nisdam Cfzsir, I'm not testiiffsiing;
this is cross-examimetion. [ believe I'm emtitled
to put a question to the witness. I'm not offeriing
evidence; I'm askimng the question, and I can quote
fism anything I want to, I thought, under the Rules
of Bvidence, Mtedam.

MR. BURGHESS: Medewm Chwirman, if I may, M.
hearsh iindicated he wass not famiiliar with that
particul ar writimg M. Guaile's referriimg to.

MR. GUILD: Wvbetier or not, Nedam CBhair- this
is open cross-examinstion in South Car@lina, and I
have never been restraiined in a cowrt of iaw fiam
askiing a question based on any suppesSition. I am
proposing to him a premise. He de=sn't have to
agree with it. He can thimk 1'm maling 1t up, for
that matier. But the fact remwins, I'm emfitled to
frame a question undger the Rules of Evidence.

CHAIRMWAN HALL: Qkay. Finish your question,
Nir. Giviild.

BY MR. GUILD:
Transfoiming evemt for SCE&G. Wald you accept that
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adding these umits &lters SCESIGSs nuclesr gemneration
dispateh fiasm 24 to 80 percent?

I'we got that informeation. Just besr with me for a
mimute [indicatimg] . From a dispateh perspective, in
2014, the dispatch for nuclear is around 19 percemt; iR
2021, wihen both umits are expected to be om-line, it
weuid go to 56 percenmt.

All right. Wald you accept, sulbject to check, that
Geeorgia Power, which is buwilding Vaagtlie, willl go fiam
only 23 percemt nuclesr gemneration dispatch to 30
percent, adding the two Vmgtle umits?

I den't know about their gemaration mix.

Wald you accept that the nuclear umits wiill represent
26 percent of your totall capacity once they're om-1iine?
I have 32 percemt, including our curremt umit.

Geoigia Poveer/Saithern Conppany, the Vagtie umit is only
2 percent of their total gemaration. You accept that?
Tiet sounds very law, but I daeti't have the details of
their gemaration mix.

SCE&G proposes to- is expected to seek annual rate
hikes under the Base Load Reviaw Act that approximste 3
percemt per year, to fimance the Summser umits. Walld
you accept that?

I thiink the average has been about 2.3, 2.4.

But in Georgia, it's only 1 percent to finance Vagtle.

PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
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Woold you accept that?
I dan't have the details of their ftimanciimg plan or
their gemaration mix, so I just can't varify those
nuiAblaers.
Mearch 16, 2015, Mbodgy's says, quote, "SSEAWA and SCERG
are conppkiely exposed to and dependent on the BLRRA
said Susana Vivares, vice presidernt/senior anmsalyst."
Are you familiar with that commeert by Nbodgy's?
I"we had a number of comuersations with Nboagy's about
the impact of the Base Load Review Act and the
importance of its application in the buwilding of our
umits. That commesnt wowld not surprise me. \When we
came to the Camnission in 2008 and put the idea in front
of the Canmriésdon of buwiidiing these new plamts because
we felt like they were the best opportumity for us to
serve the base-load needs of our customars for years to
come, we produced that - we filled that case under the
Base Load Review Act.

I wes here in the '70s and the '80s wihen nulear
plants were bwiilt initialhy; there were a numthker of
chal henges that weare met by utilities. Qne of those was
the compoumntling of interest rates on top of expentitures
wHiile tihe plants were being built, before they came on-
lime. We felt lilke, undler the Bese Load Review Acct- or
we knew under the Act, if we were able to recover the
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fiimanciimg costs of the plamts on a current basis, that
wawld save us approximaiely $1 billi@n in fimancimg
costs, which in turn wawld save the customers $4 billin
over the liiffe of the piant.

So t'we told this Comidsson before, without that
Bose Load Review Act, I deon't krow that we wawld have
proceeded with comsiruction, because that's the
comsiruct ungler wihich the plants are filmanced) that is
the way we presented the plants to the fiimanciall
cominbnty. They undlerstand how that works. They
undglerstand the bendfits of bwilding the plamts that way.
We had done that on several smaaller projects prior to
bringiing the new nuclear project to the Camidssion. The
BLRA just really codlified the existiing procedures that
mimimize the need for extended rate cases durimg the
process, as long as tihe company waes proceeding in
accordance with its schedule or updleies to that scheduile
it presented and were approved at the Camrission.

So for Muasdy's or any other investor on Wail Sireet
to say they fimd a very close liimk between our project
and the Base Load Review Act is really no surprise. I
weould expect tem to say that, because the two are very
closely tied hang-in-hand and one of the foundational
reasons we're able to build this project on favorabie
fimaneiimg termns fiaom Wil Street.
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Q
A

Dines that compplkeie your answer?

Yes, it does.

"The uiiliity has exhausted its fiimanciall cushion, is
overbudiget, and stilll years away fravm conmeetdial
oparation. We" Moddys, "think the risk that South
Caiglimsa's electrie consumers become less wiillimg to
absorb these cost increases is going to rise. In turn,
the fihitng wiill ...turA up the heat on...regulators.™
You familiar with that comnesnt by Mboagy's?

I have not read that commeern.

Do you dispute the notion that yow've exhausted youir
fiimanciall cushion?

I'm not sure exacily whet they are referrimg to in tenms
of the fiimanciall cushion. We den't have money on
reserve on Wal Sireet. Ewxery time we go to WAl Street
to raise funds, wiwiher it's to sell equity or sell
bomdls, each isswance stands on its own. They may be
tallkiimg about the original contimgency that was put in
place in the initial Base Load Reviaw order, that we
discussed with this Camiisdon at length in several
proceedings. Tiat may be whet tlhey ware referriimg to. |
You certainly don't dispute tihe notion that yau're
overbudget and stilh years away fiayn comwaecdial
operation, do you?

I don't agree with the termm "overbudget." When we
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brougiht this project to tihe Commissi@n in 2008, we
tallked about the way we laid out the comniract with the
comsorti un at the time between Wéestinghouse and Shaw,
and there weare three magjor compporats. One of those is
a finm categoyy- one was firm, one was finm with fixed
escal atiion, and the third wass a fiinahl bucket of targeted
dollars, which essenttially were dollars that were at
risk because to fiix those amaouiis wsuid have been
excessively expemsive to the company and for our
custonars, and tihose costs wiill be paid by SCERG and
Santee Conper at their actual rates. The magiority of
that is labor and costs related to iabor.

As we've gone through the project, we've made
estimates of the werk that needs to be done. Some of
those estiimates have been challiemged by the confpany,
which we includdad- dei@ils about that is inchuded in
this filitng. So the fact that tihose target dollars have
gone up, in my mind, cloesn't mean wee're overbudget: that
mesns we've refimed those cests. And as we have refiined
those, we've came back to the Camiission and explaiined
those in every case we've been before the Camnision for
approval .

I guess I just don't understand whet the concept of
"budigiet ," then, is. If budget is wiet the Camrgsion
reltied on wihen they gave you your initial BLRA approval,
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then wihet do you have in front of them right now thed's
$698 miillion on top of that inmitial propessl? Wich is
the budiget?

Wée've provided projections to tihhe Camnssion of the
casts, based on the best information avsilable at the
time. We tolld the Comrdsion those dollars weauld be
subbject to change as adidlitional informetion wes
available. Tihere weare certain risks that may arise on
the project. Wéeve had a number of tihose riisks that
have idemtifiied themselves. Wéeve addiressed those.
There have been costs associated with those and we've
been back to the Comiision to raise our estimates, as
apprapriate.

So, in effect, the Comission accepted your initial Base
Load Review with those risks in mind, and we made you
build nuclear plamts. We put a gun to your head to
buiid these nuclear plants at wheiever cost they ware
going to amaumt to, because there is no budlget. Is that
youlr testtinony?

That's net my testtmony, and I want to meke it clear on
the record that no one fiavm the Camrission has put a gun
to my head and asked me to do anything. We simply put
our proposal to buwiild the nuclear plants before the
Comxiision. We believed then, and we believe now, that
that wes a goatlfaith estimate of whet we expected the
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costs to be. We have upgisted that, as apprqpriate. And
I wauld offer the Camnisson that the costs we presented
to the Camrdsion back in 2008, when you look at the
ultimate costs to be paid by customsrs, have not
changed. MWihile same of the comsiruction costs have gone
up, we've saved $1.2 billi@n in interest costs because
we've been able to take advamtage of lower interest
rates. We believe we'll receive an addlitional $1
bilhiion dollars in production tax credlits because there
are fewer new nuclear plants being bwiilt in the Uhiited
States, and wee'll qualify for more incentives available
fiom the federal governmeri. When you rolll that
together with the cost adjustiments we presented to you
today, the cost is the same as it was in 2008 for
customers over the life of the project. THwere's been no
change.

So to say we are overbudgef, I dei't accept that
comnatation, because youirre only looking at one aspect
of the project, and that's project cost. Ang,
certainly, project costs willl ultimately be passed on to
consumers, but thad's only one part of what customers
pay. You have to leok at production tax credlits,
fiimaneing costs, operatimg costs. 1t's alll those
factors that impact the customeer's billl; it's not just
the estimated comsiruction cost.
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Q

So let's foeus on those estiimated comstruction costs,
because that's why we're here. Page 37 and followiing of
yourr testtmony idertifies those riisks that you put
before this Camnission, risks that have tufmed out
adversely and to which you attriibute the sulxstawndial
partion of the increased costs to complleie the project;
is that right?

Yes, I identify a number of riisks in ny testimony.
Tihese are the risks that did not pan out as you hoped
and expected tihey wmiid wihen you tallked about them as
effiicii@ncies that wauld iimit the costs of comppketing
the project in the initial Agpplication, correct?

I der't recall that we used the weord "efficiencies." We
certainily were open and honest about the muadokar
comstruction efforts and how we thougiht that wauld help
us build the project the way it wes presented.

Qkay. Page 37, enumetaiing these by topic, "madular
progluation,™ that wes one of the expected comstruction
effiicii@ncies that you initially projected.

1t is one of the riisks we ideintifiied.

Weéell, it's a riisk you idemtified, but you idendifiied it
imitialhy as a pasitive that wss going to save money on
comnstiruction of the umits, correct?

Thet was our initial expeaiation, associated with the
risk that goes with that.
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And that expeatation has not been borne out, has it?
In same cases, it has not. Mbadile production goes
thireugh a number of phases. 1t starts with the
submodul e fabricati@n, a 1ot of which is coming fiam
Lake Ciearles, Lauisiana. Tiet wes a suboortiractor on
the job that was hired by Shaw and, ultimately, CB®il.
The challenge has been in producing tihose submwonlles in
a way that met the design applications. Ny cases,
same of the designs changed, as they weare bwilding the
meadldes- the submadules, because of canstudctidiility
concerns. They needed to mitke sure tihey ware in
comppliance with alll the quality-comirol assurances that
we needed for a nuclear project.

Wihet I can tell you is, once those parts and pieces
had been deliivered on site and we put together the
compkete menule, which wes then placed into the reactor
vessell or elisewhere on site, we've had a pretty good
track record of pudtimg those pieces together once they
arrive on site. The challenge has been in the initiial
fabricati@n of those submuatilles, before tihey are sent to
the site for assemibly.

I look forward to tallkimg to your witmess, K. Bytrne,
about tihose effiicii@encies or 1ack tlhereof, at the plant
and at those suboontractors, but suffice it to say, the
assumpiion that you matle at the time of the initial
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Agpplication is that tihe moeduker approach to comstruction
wauid provide cost savings in the comstruction of these
new APRDO0Odissign umits, correct?

I den't think you can put forth the assweption without
the umgtariyiing risk we idemtified with that assumpition.
I thimk you have to take it as a wiwle.

All right. Page 38, the second risk you idemtify as
having discllosed to the Camiision wihen they approved
this Aqlication wes "condruction effiici@ncies,”
correct?

Thaat's correct.

Agein, citiimg advanced medulsr comstructien and
staindardized design as being the source of expected
comstruction effiiciencies, correct?

Thaat's wihat we laid out as the plan, alleng with the risk
that was associated with it.

Third, you idendified "rework® as a risk- correct?
Thaat's correct.

- but note that siince APLO00 umits have net yet been
bwiilt, problems may arise during comstruction reguirimng
rework, correct?

Tizat's wihat we idemdified in our filihg, that's correct.
And "scope chamgies," again, page 38, that there can be
changes in design, changes in regulatory requiremserds,
midistresm during comstruction, cerrect?
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We discussed that with the Commission at the initiial
filing, that these plants to be huiilt at the
JenkimsMille site, as well as the ones huiilt at Vagtie
by Geotgia Power, are the only ones being bwiilt in the
Uriited States. Haweesr, there are four APIOO0S umdler
comsiruction in Ghina that started several years before
our project started, and we expected and have receiwved
some design changes fiasm that process. WNh. Byrne can
addiress that in mwre deisil. But we've tried to
incorparate design changes that were comsidered
necessary, that refimed the original design, into our
process. Of course, it takes tilme and effort to do
that, and that has comirilbuted to same of the delays we
have encoutntered. WNH. Byrne can go into more cetail,
but there could be cansiudctidiility issues by the
fabricator as they take the design drawings and try to
actuallly produce the work that's in the design drawings,
and they have to go back to the designers to try to waerk
threugh those issues.

These Chinese APIO00s, are they up and running now?

The Sammen- first umit at Sanmen is phySically
comppkete. Nh. Byrne can give you more details. 1If you
were to look at a picture of the plamt, you wauld thiimk
it compplete. 1t's beginning to go thraugh some of tihe
testiing processes that waulid need to be completed before
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they 1oad fuel. I believe the latest estiimate is they
wauld ook to be opearational in 2016.

All right. Short answer is, none of those APINN0s are
om-line yet, producing electricity, are they, in CGhina?
At this point, no.

I'm sorry. You ware garbled on that answer.

No .

Of course, as I thiink we establiigined in an earlier
proceeding, Chinese Cammmiiss run the regulatory systesnm
in China, deon't they?

Thzat's not the way we refer to the process. They do
have an ovarsight process in China. They have an
ovarsight group that looks at the wark that's done by
the udilities that are buildiing those projects. I
wookin't offer it's equivaient to the South Garolina
Pulilie Service Camiision or the Niudlear Regulatory
Canmnmission, but they do have ovarsight of those
projects. Wéestinghouse has been on site as the desigher
of that facility, to mske sure it's bwiilt to the same
standards that we wauld expect. CB®i1l, or Shaw, the
initial comiractor, has been involved in the
comsiruction of the umits to mske sure they're
comstructed in accordance with the design efforts that
are also being folllwwed here in the Uhiited States.

Wédil, to be clear, the Nuclear Regulatory Caniiission is
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not licensing the Chinese AFINESs, are they?

We have never represented that the NRC waes overseeiing
the comsiruction of the plamts in China.

And do you know wiether or not they've imposed, in the
Chinese reactors, standards that are equivalent to the
queal i ty~assurance standards required of our Nuddlear
Reguletory Camnitission?

1'lh iet you ask M. Bytrne that. He's involved in the
detailled design and comstiruction mwore so than I am.
ke'll be happy to addiress that question.

1'ih do that, but as you sit here today, do you knaw
wiwather or not the Chinese designs meet the stringent
qual i tty~assurance standards imposed by the US NRC on
doneestic US reactors?

I believe I said earlier they're not under the
jurisdiction of the Nudesr Reguketory Commision. The
exact design, I wawld tet M. Byrne addiress that
question .

And on page 39, lastlly, of the risks that you say this
Commméssion forced you to take, you idemtify "design
filnaltizati@n"” as a risk that you assimed wmuld work out
to your advantage, and has impesed adidliti@nal cost,
correct?

I don't agree with your assessment that the Camriission
forced us to take these riisks. We presented this
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project as a whwle, for the good of South Car@lina, teo
migke sure we could provide clean, base-load energy for
60 years. We believed then that wass the best option,
and we believe that today. We weare not forced by the
Conmiission to do this. They agreed with our assessment.
We spemt probably almast two weaeks in here. You weare
involved with that proceeding. We heard a lot of
testtimony; there weare probably thousands of pages of
testtmony filled. We heard fiaom a 1ot of witnesses. And
at the end of tihe day, an agreememt wss reached that
that wss the best alternative for the State of South
Carolina because of tihe bendgfits associated with nuwlear
pouear. We were not forced to do that.

On a project of this size, you know, design
finalizatian is rarely completed when a project starts.
We buiilt our Cope gemerating facility, our casAl-fired
plant, back in 1996. The design was not compileted wihen
that plant started comsiruction. 1t's typically
completed alang the way and fiiniishes in tiime to mke
sure the comyponets are available and the design is
available to finisih the project. So there's design that
takes place throughout the process.

We never represented to the Camvision that the
design wass comppketed. We offered that this was a new
design; a conceptual design had been done. The design
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had been certifiied by the Mudlear Regulatory Ceommitssion.
There were several dockets that were heard before the
Mulesr Regulstory Camniision to certify that design.
And there waere a number of dockets - if [ reecdll, it wes
probably 18 or 19. I think the design certification was
probably docket 19, if I remember my numiers cerrectly.
But there wes a 1ot of werk on the initial design, but
the detaifled design of the individual compyaonrerts had to
be done as the project was under comsiruction.
Ceriainly, a large percentage of that is done now.
Tihere renmsins a percentage that willl stilll need to be
comleted as we move forward. 1'hh ask you to get M.
Bytne to give some more detaill on that, but we have
never represented that tihe design was completed famm the
day we started the project. THaat's not customaarily the
way large projects of any kind are done, whather it's a
large power plant or a large project for any other type
faciliity.
Well, you did represent to the Camiision that under the
now cuirrent, existimg regulatory process, the NRC uses a
combined opsratiing license. You dan't go threugh a
comstruction permiit and then an operatimng lhicense; they
have one proceeding, and that's the COL, or conbined
operatiing license. And that wss an effiiciamey you
expected, correct?
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That was a new process that was offered by the
Commission for building new nuclear facilities. It was
the first time it had been offered. We expected there
would be challenges to work through that. We've
encountered some challenges and we've been working
through that with the NRC. And it's working as
designed.

So when you came to this Commission, you told them you
had a streamlined or a new one-step NRC Tlicensing
process, but you also told them that you didn't have a
complete design yet for the reactor, and you were going
to have to complete that design while construction was
underway. You told the Commission that, you're saying?
We had the design that was certified by the Nuclear
Regulatory Commission. The plants could not move
forward with nuclear construction until that design was
completed and the company issued an operating license.
At the time we came to the Commission in 2008, we did

not have that license in hand. We were in the process

of making application to the NRC to obtain that license.

We obtained that Ticense in, I believe it was, March of
2012, which meant, from an NRC perspective, the design
was certified for the plant as meeting its regulatory
safety requirements.

Page 39 of your testimony, "In 1light of these risks,
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SCERG. . . acknowledged in 2008 that cost and schedlule
updistes might be required.” Qucie, "The Camiission
agreed that undler the BLRA these updieies wowld be
allwwed so long as they weare not due to the imprudence
of the udility." That's what your testtmony is, right?
I believe that comes fiagn tihe Bose Load Review Act
itself. As we told the Cammission, I told the
Coméssion mypgsdlf, we are presentiing the schedules as
our best estimate of our inffanmed judgment of what these
plants will cest. We talliked about the fixed costs, we
tallked about the finm with fived escalation, and we
tallked about the targeted categories. At that tiime,
about 50 percemt was fixxed; that's now moved to 66-2/3.
I committed to the Comndssion that, as information
changed or the cost informeation needed to be revised,
that we wsuid be back before the Cemnision to expiain
the reasons behind it and give tm a chance to ask us
questions. ORS is on site on a daily basis. They
review this information; they sit in our meatings; they
have access to alll the documeeiits. Qur commitment was we
wawlid inff@imn the Comndssion, as the Base Load Review Act
requires us to, fiam a full tramsparency perspective,
and mske them aware of the changes. Weve been back
several tiimes to do that and presented that infformation
with the Comnision, undler the Act, and to this point
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they have found nothing thet's been done that was
imprudent by the comppany.

We believe the information we provided in this case
supports the evidence that these costs are justiffied to
be added to the estiimate of comstruction and the change
in the schedwie, and the company has acted prudenily in
bringiing that information and manraging the project.

Q All right.

CHAIRMHAN HIALL: M. Giild, wee're going to
break for funch now. We willll come back at 1:15 —
1:45.

[WHEREUPON, the wiitness stood aside.]
[WHIEREUPON, a recess was talken fiasm 12:35
to 2:10 p.m.j
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AETERNOON SESSION
CHAIRMHAN HALL: Thank you. Be seated.
[Winess recal ied]
THEREUPON came,
KEVIN B. MARSH,
recallied as a witness on behslf of the Rafitioner, Seuwth

Carolina Eleairic & Gas Conpeany, wihe, having been previously
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affitrned, wes examined and testiifiied further as follbws:

CHAIRMIAN HALL: Al right. Before we resiume
Mr. Gudild's questioning of Mr. Naarsh, I think there
wes somathing we need to take up? Nh. Bungess?

MR. BURGESS: Thank you, Nedam COhsirman. One
preliiminary mater before we begin. Before we took
a break, there wss an objection odged by SCE&G as
to the rellevance of the document that Mr. Guild was
cross-axaimining M. NMaarsh on. So, we hereby
withdraw that objection. So if Mr. Guild wishes to
cross-axamine N, Mharsh on wiet I believe to be
Exibit 6, the red-1ine version, which is fiam the
revised rates docket, we have no objection to that
liime of questioniing.

CHAIRMIAN HALL: Qkay. The document is Exthiiit
G to wiet docket?

MR. GUELD: WMedem Chuir, it's 2015-160-E.

CHAIRMWAN HAULL: -160-E.
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MR. GUELD: The revised rates docket.

CHAIFRRMAN HALL: Qkay. All right, thank you.
All right. And M. Giild, tihe objection has been
wi tihdrawn, and we've now identdified the documert.
So, before, I ruled that the ciean copy wsuid came
into evidence, but for wihet purpose do you weant it
entered at this time?

MR. GUILD: So, Nwdem Cthsir, I wewld meve that
a clean copy of that documert, Ameended ExHibit G
fiaom the docket we just referred to, be marked for
identification and receiived in evidence. 1'wve got
just a question or two about it. But I weswld like
it, now, received as an extitbit.

CHAIRWAN HALL: Okay, the clean copy.

MR. GUELD: VYess, melam.

CHAIRMMAN HALL: Bescause we weese- the dispute
was about the hamthwiiiten copy.

MR. GUILD: The clean copy in as an exhiiit,
please.

CHAIRWAN HALL: Okay, so the clean caiyy-

MR, BURGEESS: Nadam Chairman, just so as not
to confuse, there is a red-lime version of that
docunrent -

CHAIFRRMAN HALL: Qley.

MR. BURSHSYS: - and there's a clean version of
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that documert. I believe the document M. Guiild
had wss the red-liine version that had his
hanthwiiiten notes on it. So we certainly have no
objection to the red-line version coming in, absent
any hantwiitten notes, or, if you wauid prefer to
put the clean version in, absent any hamtiwiitten
mates- I knaw it's a litthe comfusing.

CHAIRMWAN HIALL: Qkay .

MR. BURGESS: - I thimk that wawid be
sufficient for us.

CHAIRMMAN HALL: Alh right. So right now,
we've madle Hearing BExfiibit 8 the clean redl-1iime
copy? 1Is that correct, Nv. Buttier?

MR. BUTLER: I thiink that wss correct.

CHAIRMIAN HALL: Okay .

MR. BUTLER: M. Guild waes just gettimg ready
to, I thiink, ickemtify-

CHAIRMWAN HALL: Okay, go ahead, M. Guild.

I'm sorry.

MR. GUILD: 1It's inmastenizl. Either anre- the
comniemnts are the same with the exception of the
cofrections. But if it's the compay's preference,
we'll have the clean copy of the fiimall non-red-1iine
version of that Exthibit 6. 1'd ask that be

received in evidence, please.
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Q
A

Q

CHAIRMIAN HALL: All right.
MR. BURGESS: THaat's perfectly accepiable with
us.
CHAIRMMAN HALL: All right. Wéell, it's already
in as evidence. Hearing Exhibit No. 3.
[See Vwl. 3, Pg 398}
FURTHER CROSS EXAMINATION

BY MR. GUALD:

Geod aftentioon, M. Mharsh. Thank you for your patience.
Good aftennoon. Is the microphone warking better?

MR. BUTLER: Mugh. Nuch beiter.

CHAIRRMAN HALL: Qkay, yeah, and I do apologize
for that. Agppakerttly, an amppiifier wasn't on. And
so, we do apologize., Awmg, yes, now alll the
Comiissonars can hear.

MR. GUILD: Ewerybody seunds liike thenmsed ves,
Miedam Ciigiir, and also Mir. Méarsh I hear loud and

clear.

BY MR. GUILD:

Woald you just accept, sulbbject to eheck, M. Mash,
again fiom that doauwment- the company's Ameendled Exthitoit
G- that if you totall the emiries for "Incremental
Revenue Reguirement-BLRA* fiam years 2015 thraugh 2020,
recogiiziing that tihose latter years are estiinates, as
you saiid, that the total of those values wauid be $677
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milltion, sulbject to check?

Suject to check, yes.

Now, Nir. Mharsh, as you reliayed in your testtimony, the
conpany is currently in a dispute with the coarsettiuim-
the Wéestinghouse Copisottium- with regard to who bears
the casts for a numier of elemants in the capital costs
of the proposed Uhiit 2 and Uhiit 3 reactors, correct?
Thzat's right. The numteers that we presented in the
filihg before the Camiision today represenmt the best
estiimate of the casts to compikeie the plamts at this
time, but do reflleect- we have noted in my testtimony,
and others' -tknat there are disputes related to certain
costs included in those amouits,

And wraat's the foim, curremily, of those disputes, Ni.
Nearsh?

We have been in discussions with the consortiium on
AuMerous occasions since we got the revised integrated
schedule. I believe it wes in August of last year, and
the cost data that went with that schedwle follDwwed
shortly thereafter. Once we got the cost information,
we put a tean together on the site, at the project, to
review the schedule, to umngtarstand the assumjiions
they'd made, and to challenge the costs and the data
that wss in that schedle to determine, one, if we
thought it was a reasonable estiimate to reflect what it
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